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PREFACE 


The United States of America has outgrown a stage of pioneer- 
ing in the industrialization of a new continent and is beginning 
to realize the responsibilities of a mature nation in a community 
of great powers. From the Atlantic to the Pacific and from 
Maine to Texas, student interest and popular interest in inter- 
national affairs have surged forward during recent decades. 
Vague theories of propriety in international economic relations 
are numerous, but there is all too little knowledge in this country 
of wisdom distilled from the ages of international economic 
intercourse. 

This volume dips into the past for tested principles that may 
be applicable to the problems of our day and age. Present-day 
problems of international economic relations are treated against 
a background compounded of history, economic theory and 
factual information about the world’s population, its resources- 
and its industries. The book is intended primarily for use as a 
text in liberal arts colleges. If it finds a place in the libraries of 
statesmen and is perused by some of those many general readers 
who are interested in the economics of world peace, it will have 
served a doubly useful purpose. 

The book has been in preparation for more than a decade. 
At intervals during that period, the author has worked in 
England, France, Germany, Switzerland and Russia. He is 
indebted for suggestions and assistance to many persons at home 
and abroad, some of whom occupy positions that prevent their 
names from appearing in a preface. The staff of the London 
School of Economics and the staff of the Economic and Financial 
Section of the League of Nations not only permitted use of their 
libraries but also extended assistance in the interpretation of 
points of view and theories. Sources of published information 
are given in footnotes throughout the volume and in the bibliog- 
raphy at the end of the book. 

The author whes to ^ress-his-gratitude andjndebt^ness to 
three persons who and criticized^kSf^axts of themanu- 
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PREFACE 


Bcnpt before it went to press and thus initiated changes that 
contnbuted both to accuracy and to clanty 
Professor J B, Botsford of the History Department of Brown 
University read the chapters which attempt to portray very 
bnefly the historical setting of the subject He criticized the 
effort to summarize thousands of years of history m a few pages 
with a sympathetic understanding of the purpose and an attitude 
of constructive correction 

Professor E L Lougbnan, of the Department of Romance 
Languages and Literatures of Brown Umversity, read the entire 
manuscript He contributed, from his intimate acquamtance 
with European peoples, literature and points of view, to the 
sections of the book which deal with foreign countries He con- 
tnbuted also from his masterly skill in wnting to a clanfication 
and a simpluficatioa of passages that were cumbersome and 
involved 

Professor Lucy W Killough of Wellesley College hved with 
the manusenpt for ten years She contnbuted to the formula 
tion of ideas to the correction of erroneous conclusions and to 
the clanfication of obscure passages Jn fact, she revised whole 
chapters of the book in order that they might be more com- 
prehensible to the undergraduate reader 
Messrs Charles B Round and W Robert Hartigan, students 
at Brown Umversity spent hundreds of hours on statistics, 
bibhography and other types of checkmg Their efficiency and 
good natured persistence were a pleasure to the author dunng 
the last long task of prepanng the manusenpt for the publisher 
The author considered counsel from many persons but m 
last analysis he is responsible for the publication with all its 
faults and errors, whatever they may be 

Hugh B Killough 

Provioi^jce R. I , 

January 1933 
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CHAPTER I 


SUBJECT MATTER 

Gntemational trade deals with business transactions between 
citizens of ditferent nations an d with considerations of com- 
mercial diplomacy which spring from such transactions^ This 
volume deals more with national policies in respect to inter- 
national economic relations than with the procedures of exporting 
and importing goods and services. 


A DIFFICULT PERIOD IN THE ECONOMIC DEVELOPMENT OF 

NATIONS 

At no time in modem history do conflicts of interest concerning 
international economic problems appear to have been more 
acute than during the last two or three decades. While some 
groups of persons interested in international finance or in export 
industries pressed for removal of international trade barriers, 
other groups, interested in high-cost domestic industries, were 
demanding protection of home markets. A tug of war between 
business groups in particular nations, each group seeking advan- 
tages of political favor, is not a new phenomenon. However, the 
lengths to which national governments have gone in recent years 
in attempts to foster measures calculated to favor their nationals 
in the scramble for export trade and at the same time protect 
their domestic industries against the competition of imports are 
imusual. After the World War nation after nation laid import 
duties to protect its domestic industries and to minimize unem- 
ployment. Every restriction of imports by one coimtiy_necessi- 
tated industrml rearrangement ii^oth^ countries^ For a time 
generous intemational'lending kept the currents'of trade moving 
in spite of artificial trade barriers, but in the late twenties long- 
term international lending tended to dry up. In consequence, 
international payments were thrown out of balance. Excessive 
quantities of gold accumulated in some countries; bank reserves 
were depleted in other countries. Nations with meager metallic 
monetary resen'-es resorted to currency devaluation, goveriunent 

3 
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latiomng of foreign exchange and the laying of merchandise 
import quotas to protect their monetaiy systems As the 
seventy of trade restnctue measures) increased during the early 
thirties the volume of international trade decbned, depression 
spread and the internal economies of all the great commercial 
nations were thrown into confusion Finding that the slow 
process of deflationary ad]U:>tment was pohtically mexpedient, 
one goiemment after another resorted to emergencj currency 
measures Some divorced their currencies from gold, others 
devalued their standard monefarj units, all reported to inflation 
ary measures of one kmd or another Smce 1933 the value and 
^oIume of world trade have mcreased, but gra\e concern is felt 
by informed "tudeots of the subject as to whether the improve- 
ment smce 1933 la not of a temporarj , inflationary character^ 
War bom instability was enough m itself to create economic 
confusion durmg the postwar pcnod but it was not the only 
unsettling influence A number of large nations appear to be 
imde^oing fundamental changes in their positions in world 
economy Let us take the United States as a first example 
Smce the year 1790, the population of this country has increased 
from approximately 4 milbon to approximately 130 nulhon 
Durmg the first 73 years of the period, the country was pre- 
dominantly agricultural , it is now predominantly manufacturing 
Although manufacturing had taken precedence over agriculture 
when the World War started, the United States was still a debtor 
nation which exported large quantities of raw matenaL and 
fabricated goods m payment of interest on accumulated borrow- 
mgs from Europe Today the Umted States is a creditor nation 
The change from debtor to creditor position came qmckly during 
the War Since the War, reorganization of domestic mdustry 
and trade balance in the Umted States to conform with the new 
status of creditor nation has been slow and painful, it lo far from 
completed even now, «:ome two decades alter the swmg from 
debtor to creditor position occurred Colonial imenca os a thing 
of long ago The days of jimmran focafism are oier, ihe 
Umted States is now one of the leading nations of the world, a 
position which many of her busmessmen and statesmen are 
reluctant to assume A new era has arrived 
Great Bntam, too, is faced with the necessity of making far- 
reachmg economic adjustments During the nineteenth century 
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Great Britain -vras mistress of the Western world. The first 
coimtiy to emerge from the mercantile era with a strong central- 
ized government and full-fledged institutions of a national 
economy — national banking, national taxation, etc. — Great 
Britain forged ahead of other countries in the early adaptation of 
power-driven machiner3’’ to manufacturing imdertakings and to 
transportation needs. Confined within a comparatively small 
area rich in iron and coal resources, the British soon began to 
export manufactured goods in exchange for foodstuffs, wool, 
cotton and other fabricating materials and to extend capital 
loans to less industrialized parts of the world. Two great export- 
ing industries developed in Great Britain at a time in the nine- 
teenth century when competition for world trade in manufactured 
goods was comparatively inert. These industries were steel and 
its products and textiles. ' British textile exports must 

compete with low-cost Japanese textile exports, and British 
steel goods are meeting keen competition in foreign markets from 
steel goods produced in France, Germany and the United States. 
This intensification of international competition in conjimction 
with the rise of tariff barriers in less industrialized re^ons of the 
world speUed retrenchment for certain of Great Britain’s oldest 
and largest industries. The War quickened developments 
already in progress. 

Other nations also are experiencing difiScultj’' in bringing about 
structural changes in their domestic economies necessary to 
absorb the shocks of foreign competition. Visua lize the nature 
of competitive forces in a world dixdded into national political 
units: some large, others small; some progressive, others back- 
ward in the employment of modem techniques; some rich, others 
poor; some densely populated, others sparsely settled; none com- 
pletely self-sufiBcing. Nations such as Great Britain, Germany 
and France depend for their prosperity upon importation of 
foodstuffs and of fabricating materials and e.xportation of manu- 
factured goods. With large populations and enormous fixed 
investments in decreasing-cost industries, the highly industrial- 
ized, wealthy nations are facing a world which is imitating their 
course of development. Economic instability and need of far- 
reaching structural readjustment are in eiddence both in the more 
highly industrialized nations of the world and in the less indus- 
trialized, raw-material-exporting countries. Some countries are 
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unable fo sell the capacity output of their manufacturing plants, 
while others are unable to dispose of their exportable surpluses of 
crude products at profitable prices The latter countries have 
introduced measures for the control of raw matenal surpluses by 
restnctmg production in some cases and by destroying existmg 
stocks in others 

An English statesman, speaking from London o-v er the radio 
recently, cited trade restrictions as the underlymg cause of chrome 
econonuc disturbance throughout the world Free trad e 
throughout the world, be argued, would gi\e businessmen an 
opportumty to pursue their own self interests^ the kmds of goods 
which people want would be produced, buying power would 
equal the costs of goods offered for sale, business would thrive m 
every comer of the globe, and war clouds would roll away If 
only the economic affairs of the world could be ruled by some 
grace-saviDg cardinal principle as simple as international free 
trade or national protection' However, economic realities are 
not 80 simple Take, for example, the three-way trade between 
Great Bntam, Japan and the Umted Stales Each country 
possesses a large cotton textile industry Great Britain and the 
Umted States produce surpluses of iron and steel goods and 
Japan must import iron and steel The United States produces 
surpluses of raw cotton and wheat, Great Bntam and Japan must 
import these raw matenals Why not let Japan manufacture 
the textiles, Great Bntam manufacture the iron and steel 
products, and the Umted Slates produce cotton and wheat? 
Unfortunately a number of objections to such an arrangement 
exist In the first place, these are not the only countnes to be 
considered In the second place. Great Bntam and the Umted 
States ba've large capital iniestments m textile industnes which 
would ha% e to be hquidated In the third place, Japan wants an 
iron and steel industry of her own even if it costs her more to 
make iron and steel goods than they can be purchased for in 
England, because without an iron and steel mdust^ behmd them., 
a nation’s armies are weak and its foreign pohey badly handi- 
capped In the fourth place, the Umted States possesses such 
rich re'erves of coal and iron ore as to place Great Bntam at a 
competitive disadvantage m world markets for many of her 
products of iron and steel In fact it appears that Great Bntam 
cannot freely compete with Japan m textiles without lowermg 
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the wages of British textile workers; and that she may not be able 
to compete with the United States in iron and steel goods markets 
without reducing the wages of her iron and steel workers. Perhaps 
there are other industries in which Great Britain might excel. 
However, the shifting of large amoimts of labor and capital from 
one industry to another is not easy even under conditions more 
favorable than those that exist in Great Britain. 



POLITICAL ASPECTS OF INTERNATIONAL TRADE 


International trade, more than some of the other branches of 
economics, is inextricably involved with international political 
considerations. Trade restrictive measures are evidences of this 
fact. Imperialism is another example of the connection between 
trade and politics. With the coming of improved transportation 
facilities during the eighteenth and nineteenth centuries, coun- 
tries that had improved modes of manufacturing increased their 
exports of manufactured consumers’ goods, capital equipment and 
technical ideas. In exchange, they obtained increasing amounts 
of foodstuffs and other crude materials that were scarce at home. 
In this manner it became possible for relatively small areas to 
support larger popxilations than could live well from the produce 
of their immediate environs. England^ with her more th an 
s even himdred person s per square mile — most of the m living well 
and so me in luxury — ^is an extre me illustraticmr In the indus- 
trially backwairi coimtries, international trade unlocked great 
reservoirs of dormant wealth in the form’ of natural resources. 
Railroads were built, agricultural produce was given access to the 
sea and to world markets; virgin timber, became a rich source of 
revenue; and dormant mineral deposits acquired economic value. 
Parallel with these developments in the backward countries went 
foreign ownership of the railroads,- mining machinery and other 
capital equipment. Property rights, held by foreigners in 
countries unstable politically, led inevitably to political imperial- 
ism supported by navies for duty in foreign waters and armies for 
service on foreign soil. Industrially progressive countries, 
particularly England, France, Germany, Belgium, Netherlands 
and other countries of western Europe, vied with one another 
for patronage and property rights in North America, South 
America, Asia, Africa and the East Indies. Later the United 


' Wales, Scotland and Ireland not included. 
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States of Amenca and Japan entered the race for o%ep=eas 
wealth Capital investments in Cuba and the dispatch of 
United States warships to Cuba to protect Amencan property 
from the depredations of rcNoIutionists are inevtncably related 
The John Hay doctrine of the open door in C hina, put befor e the 
Amenc an pubhc as a move to «?a\e the we^ and helpless CTime^ e 
nation from European aggrand iiemen t, did not overlook the 
possibihfTes of commerce between China and Alnenca^ Japan's 
recent exploits In the Onent ore not i erj different in some respects 
from <5imilar exploits of Western nations at an earher date 

A third example of the pobtical imphcations of mtemational 
trade is the influence of large corporations with representation m 
many countnes These oigsmxations appear to be tmdenmrung, 
in some degree, the potency of national pohtical barners, much 
as the actinties of mtemational traders durmg the early modem 
penod helped to break down the institution of town economy 
The General Electric Company of the United States with its 
European subsidiaries is a typical example This company bos 
subsidiaries m England, France, Germany, It3l>, Netherlands, 
Spam, Portugal, Austna and Belgium In '^ome instances the 
subsidiaries are controlled by the parent company through stock 
ownership, m other cases the relationship is contractual The 
European organization of the General Electnc Company is 
known as the International General Electnc Company Not 
only m the electncal industry, but ako in the commumcations 
mdustry, the petroleum industry, automobile manufactunng the 
chemical mdustry, retailing the motion picture industry and 
elsewhere, the large corporation with busme<=s mtere&ts in manj 
countnes is a factor of mcreasmg pohtical as weU as economic 
significance 

TYPES OF SERVICES THAT ECONOMICS CAN RENDER 

The undercurrents of international economic relations as well 
as their surface eindences m\ol\e manj considerations that are 
not economic Nevertheless, the economist has contnbutions 
to make toward a clearer understandmg of the whole comphcated 
problem of international economic intercourse It is his function 
to analyze tendencies m the b^t of an accumulation of teachmgs, 
practices and cau«e and effect relationships that are buned away 
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in a voluminous body of economic literature — the receptacle of 
experience records handed down from the past. By no means all 
the economic problems with which the world has been beset 
during the last few decades are strange and new; demonstrated 
cause and effect relationships drawn from experience can con- 
tribute much to an understanding of them. Economic analysis 
can render at least two important types of service. In the first 
place, by contributing to a clearer understanding of causes for 
existing economic confusion and probable courses of future 
development, it can facilitate a statesmanlike procedure in the 
unraveling of tangled world affairs. Statesmen charged with the 
responsibility of formulating international economic policies — 
whether monetary policies, tariff policies, or mere gestures of 
good will — are most likely to be successful if they take fully into 
accoimt the trends of world economic development and make 
full use of experience repords. One does not have to be a pro- 
found student of economics to know, for example, that temporary 
gains in favorable merchandise trade balances achieved through 
a policy of currency inflation have, in most cases, been dearly 
bought, or that creditor nations ordinarily find it to their advan- 
tage to import more goods than they export. Records of eco- 
nomic experience hold for the patient student of international 
economic relations many other equally significant cause and 
effect relationships that are reasonably certain to interact in 
predetermined fashion. 

A second service that an understanding of international 
economics can render is in the more successful conduct of business 
enterprises. Every business concern which has goods to sell or 
money to invest must project its calculations ahead from day to 
day, year to year and decade to decade, basing its decisions of 
today in no small part upon judgments of tomorrow^’s events. 
What business concern wants to be caught with large fixed invest- 
ments in a tariff-protected industry whose tariff props are in 
imminent danger of being removed by congressional or executive 
action? Wbat individual wants his savings invested in the 
securities of a foreign nation which is imable to transfer to him 
annual interest payments or dividends? No business enterprise 
can be free from risks and hazards of unpredictable change. 
However, twentieth century businessmen who do not take 
carefully into account the probable effects of currents of world 
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economic change upon their ventures, assume unnecessary 
hazards, in fact, thej are likely to court disaster 

MODE OF TREATMENT 

The literature of international trade is ^ aned, both in subject 
matter and in mode of treatment Let us cite three or four 
examples of authontatne American books on the subject Fir*^, 
there is Taussig’s Inlernaitonal Trade ' It is a restatement (ivjth 
amphfications, modifications and I’cnfications) of the classical 
stream of doctrines initiated by Ricardo* about a century ago A 
quite different type of book is de Haas’s Practice of Foreign 
Trade * This book is concerned primarily with ^ anous com- 
mercial activities incident to buymg and sellmg export and import 
goods in the highly organized markets of the pre«ent day These 
two volumes are different in point of new, they are mutually 
exclusi\e m much of their content, and their modes of treatment 
are quite dissimilar Another popular Amcncan treatise, 
Whitaker’s foreign Exchange,* confines itself to methods of 
international financing Yet another book, Culbertson’s Jnter- 
naitonal Economic Pohetes,* discusses economic influences in 
international relations The following passage from the preface 
of Culbertson’s book is suggcstii'c of its content 

It would be ooe sided to suggest that the nvalnes and clashes of 
cations are entirely the result of econonuc differences but it would be 
equally erroneous to contend that such matters as competition for 
markets, for supplies of raw matenals for loans and for concessions 
are not major ca««es of diplomatic controver*ie3 and international 
misunderstandings 

Culbertson makes no effort to maintam a sharp distinction 
between the economic and the political His grounds are that in 

* TAcasio, F W , InifTTWiltonal Trade, The MacmiUaa Company, New 
■iork, 1927 

* David Ricardo (1772-1823) waa a Bntish financier and member of 
Farfiament His urtcrances and wnCmgs erennseef a protbvmrf mflirence 
upon Bntish pohej m the early years of the nineteenth century 

* DE Haas, J Astov, Pradtee Fortxgn Trade, McGraw Hill Book 
Company, Inc , New York, l(6o 

‘Whitaker, Albebt C, Fornga Exchange, D Appleton and Company, 
New York, let cd , 1920, rev ed , 1933 

‘ CcLBEKTSOV, WoLiAsr Skitk, tiUemolionai Economte Poltcus, D Apple- 
ton and Company New York, 1925 Quoted by permission. 
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practical politics, economic and political motives are interdepend- 
ent. The foregoing books are samples of American -works that 
treat various aspects of international trade from -widely different 
points of -view. Foreign treatment of the subject is equally 
diversified. 

The present volume centers its emphasis upon national com- 
mercial policies in international relations. It is concerned with 
the industrial foundations upon which international commercial 
policies rest, and the economic principles involved in their 
successful or unsuccessful operation. The international trading 
policies of various nations are examined at different times and in 
different historical and geographical settings. Such a study of 
economic forces at work illustrates long-established cause and 
effect relationships and encourages and facilitates judgment of 
probable policy tendencies in the future. 



CHAPTER II 


SOME PRELIMINARY CONSIDERATIONS 

AH trade is essentially the exchange of goods and services for 
other goods and sernces la this fundamental respect inter- 
national trade and domestic trade do not differ The ultimate 
gams from trade consist not of monetary profits but rather of 
economic utihties Because desire on the part of an individual 
for any one particular kind of good 13 limited, an exchange of 
goods may mcrease the total utility of the goods entering the 
exchange transaction Thus the one party to the transaction 
does not necessarily an amount equal to that gamed by the 
other party All parties involved ma>, m fact, procure from an 
exchange transaction net additions to their possessions of goods 
An Argentine vrheat farmer who grovrs more Tbeat than he and 
his family need for the making of bread and beer and other 
staples or delicacies for household consumption may be mduced 
by necessity to burn good wheal in his fireplace unless he can trade 
the wheat for some other fuel that can be secured m greater 
abundance and with less effort A Bntish coal mmer, on the 
other hand, has comparatively easy access to an abundance of fuel 
and little or no wheat Under the circumstances a ton of wheat 
may exchange for three tons of coal, the wheat bemg much more 
valuable for food m the mimng distncts of England than three 
tons of coal, and the coal being more suitable for fuel in Argentina 
than a ton of wheat The Argentinian cannot produce coal 
so readily as he can produce wheat because coal mines are scarce 
in Argentina The En^hman living m the heart of a coal- 
mining TGgioa can dig out many tons of coal more easily than he 
can grow a ton of wheat because coal m his locality is abundant 
while the region is not well suited to wheat growmg Such 
gams from exchange may be far more than sufficient to compen- 
sate for long hauls and other costa of transfer The simple truth 
that all parties to the transaction may gam from an exchange of 
goods 15 sometimes obscured by complexities of modem com 
12 
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mercial transactions in which gains and losses of each individual 
trader are recorded in monetary units. 

REASONS FOR REGIONAL SPECIALIZATION IN PRODUCTION 
AND FOR INTERNATIONAL TRADE 

Because in the creation of the earth and its inhabitants nature’s 
useful resources and man’s innate abilities were not apportioned 
tmiformly to all parts of the globe and to aU persons, and because 
techniques of production do not advance at equal rates among 
all peoples, regional specialization in production and opportunity 
for profitable trade, both domestic and international, are legion. 
A few examples of re^onal advantages in production will 
emphasize reasons for' the long-recognized fact that territorial 
specialization and trade tend to augment the aggregate of eco- 
nomic goods available for use. 

First are regional advantages in production arising from 
the geographical occurrence of nonreproducible minerals. 
Approximately 80 per cent of the world’s known reserves of coal 
are located in North America and Europe.^ These regions 
comprise only about a fifth of the inhabited portion of the globe 
and but a quarter of the world’s population. Coal in abimdance 
is more easily produced in North America and Europe than in 
countries where coal occurs in meager quantities or not at all. 
Here is a good economic reason for territorial specialization in 
production and for trade in coal or the products into which its 
energy enters. European and North American cmmtries 
abundantly endowed with coal deposits trade with re^ons in 
South America, Africa and Asia that are less well supplied with 
this particular mineral. Coal is but one of many mineral 
resources that are plentiful in some regions and scarce in others. 
More than 90 per cent of the world’s annual supply of petroleum 
comes from six countries, viz., United States of America, Vene- 
zuela, Russia, Mexico, Persia and Dutch East Indies. These 
are the regions where petroleum has been found to occur in 
largest amounts. Coimtries other than these that would run 
many gasoline engines with cheap fuel look to petroleum-produc- 
ing countries for replenishment of their gasoline tanks. Copper 
is another mineral that is plentiful in' some regions and scarce in 
others. The United States and Chile, having possession of more 

* British. Isles included, Russia excluded. 
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copper ore than European countnes, produce about two-thirds of 
the world’s annual output of this metal, in part to supply Euro- 
pean countries which nature failed to endow with adequate cop- 
per deposits It os not necessary to go through the whole 
category of valuable minerals to realize that lack of uniformity 
of theu* occurrence in all parts of the world is a reason for trade 
from which all parties to the transaction may acquire gam 
A «econd reason for mterregional trade is to be found m differ- 
ences of climate and soil Tropical fruits such as bananas cannot 
be produced m temperate regions without artificial heaters and 
humidifiers Senutropical fruits Uke the orange and grapefnut 
are not smted to cold northern latitudes Sugar cane must ha\e 
a tropical or «emitropical climate to grow exuberantly, so also 
must the rubber tree Many of the hardwoods like mahogany 
and teak come from the tropics, «oft coniferous woods like the 
pines spruce, cedar and cypress are indigenous to coimtnes of 
the north temperate tone The coffee tree requires a warm 
humid climate and a ‘^oil nch in iron, Brazil is particularly well 
suited to the growing of coffee Rice production requires an 
abundance of rainfall or imgation Wheat is not extensively 
grown in warm humid climates largely because of wheat diseases 
that are excessively destructive of the crop under tho-^e condi- 
tions Production of wheat m extremely and regions is also 
limited because the gram will not m&ture abundantly without 
some form of artificial irrigation in regions where the annual 
rainfall is le«s than 9 mcbe& Northern Afnca and northwestern 
Australia are examples of such regions In South America, 
Mexico and southeastern United States are other large areas 
where wheat la not extensively grown because m this case annual 
precipitation is too great (In the^e regions precipitation is 
60 or more inches per annum) Cotton growing like wheat 
raismg is reotneted by chmatjc factors to regions for which the 
plant IS adapted At present, about 90 per cent of the world’s 
cotton supply is produced in four countnes vtz,. Umted States 
of Amenca India, China and Egypt Climatic and soil differ- 
ences thus giv e nse to regional specialization and trade 
A third «et of conditions which coatnbute to regional special 
ization and interregional trade is to be foimd m the relation 
between the numbers of people livung m a particular area and 
the quantity and quahty of land available for their use Densi- 
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ties of population in representative countries of the world vary 
remarkably. The United States of America has about 43 persons 
per square mile, Canada 3, Argentina 12, Brazil 15, China proper 
250, Japan proper about 470, Italy 350, France 200, Germany 
370 or more, Netherlands more than 600 and the Union of 
Soviet Socialist Republics (Russia) about 20, The clustering of 
large numbers of people in restricted areas is due in part to 
superiority in productive advantages, past or present, of the 
thickly populated regions. It is due even more largely perhaps 
to fortiiities of history, differences in birth rates, habits of life 
and immigration restrictions. Whatever be the causes for 
differences in densities of population, the fact itself is a reason for 
territorial specialization and interregional trade. Agriculture in 
Italy and the Netherlands is very intensive; the product per man 
is relatively small because the amount of land available for each 
man to cultivate is small. These countries produce more than 
their per capita shares of the world’s annual output of vegetables, 
fruits, dairy products and poultry products, all of which require 
relatively little land and relatively large quantities of labor per 
xmit of product. Here also manufacturing industries that require 
relatively large quantities of hand labor predominate. Diamond 
cutting, fine cotton-goods factories, ready-made clothing shops, 
silk reeling and the manufacture of fine silk goods are examples. 
In contrast with the more densely populated parts of the world, 
Australia with its two persons per square mile of land produces for 
export large amoimts of wool (obtained from sheep that range 
the grassy plains) and millions of bushels of wheat for sale to the 
'more densely populated countries of Europe and Asia. 

A fourth reason for territorial division of labor and inter- 
national trade emerges from differences in rates of development 
and adoption of production techniques, particularly the tech- 
niques related to mechanical and chemical arts. England, Ger- 
many and the United States of America are among the coxmtries 
which have forged ahead in the development and application of 
improved mechanical techniques during the last two centuries; 
China, India and Russia may be cited among the countries which 
lagged behind in the substitution of machines for human labor 
and in the building of mass-production machine industries. 
During the last decade, Russia has advanced rapidly in the 
adaptation of modem machines to her needs and in the building of 
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factones and a transportation system motivated with the natural 
energy of coal, petroleum and water povicr In China and 
India, political decentraliaation, political instability and age old 
Onental philosophies continue to retard a rapid spread of 
Western industrial methods As between these' extremes, 
countries representing many stages of industnal culture exist side 
by side and trade with one another 

As long as the scatter of world populations is skewed, as long 
as employment of the best tecbmques of production lags in some 
countries and as long as nature’s resources are not apportioned 
equally to all regions and peoples, interregional trade will tend 
to maximize the world’s supphes of economic goods These 
conclusions apply both to international and to domestic trade 
but in different degrees of importance 

DIFFERENCES BETWEEN INTERNATIONAL TRADE AND 
DOMESTIC TRADE 

Fundamentally, both mteniational trade and domestic trade 
are means of achieving increased production through division 
of labor Nevertheless, intematioiial trade and domestic trade 
are dissimilar in a number of important respects These dissimi 
laritics arise from such conditions as (1) varjmg degrees of labor 
mobihty, (2) nature of market, (3) existence of import tariffs, 
(4) monetary variations, and (5) legal peculiarities 
vAfaiymg Degrees of Labor Mobility — Occupational s faUs g nd 
asso ciatio ns, family ties, custom, lang uage and rest rictive iro mi- 
gration legislation retard movements ofworkers from one country 
to another Of these five uupediments to free mobility of labor 
between countries only the first three, vtz , occupational skills 
and associations, family ties and custom are of pronounced impor- 
tance in impedmg intranational population movements A 
result IS differences m degrees of mtemal and external mobility of 
labor 

Populations do not flow freely from one region to another 
within the short space of time of a few weeks, months or even 
years. Nevertheless, between regions that are not separated by 
pohtical boundaries and divided by legislated immigration 
restnctions, large numbers of people do move to and fro jn the 
course of time People, especially young people move from 
regions of least opportunity to those of greater opportunity 
Thus from generation to generation the population of a nation 
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ten^ to apportion itself regionally more or less in accordance 
■with earning opportunities. Real wages of comparable grades 
of labor and li-vdng standards in various parts of a nation thus 
tend to seek a comnion level. 

As between nations that prohibit free movements of popula- 
tions over the boundary line, real wages do not necessarily tend 
to seek a common level. Take, for example, the difference 
between real wages and living standards in Italy and the United 
States. Italy’s population is more dense in relation to natural 
resources than is that of the United States, and real wages in 
Ital y are lower than those in the United Sta tes. This difference 
is a reason for limiting, by congressional act, the numbers of 
Italians who are permitted to migrate annually to the United 
States. In consequence, production in the two countries is 
carried on in more or less closed compartments in so far as the 
labor supply is concerned, whereas emplovers-irLi iifferent loc al- 
ities o f either emintrv compete for. labor. This conclusion does 
not necessarily imply that money wages or even real wages are 
absolutely uniform in aU localities which are encompassed by 
common national boundaries. In fact, wages in all parts of a 
national market seldom are exactly uniform. Averages of 
money wages per worker in six cities in the United States for the 
year 1925 varied, for example, as follows;^ Springfield, Massa- 
chusetts, Sl,310; Cincinnati, Ohio, SI, 271; Atlanta, Geor^a, 
S969; Dallas, Texas, SI, 180; Minneapolis, Minnesota, SI, 270; 
and Portland, Oregon, Sl,332. Occupational characteristics, 
living costs, custom (as affected by the Negro population of 
Georgia, for example) and other factors interacted to cause 
differences in wage levels between these localities. National 
boundaries need not in every case augment differences in wage 
levels between localit ies thus alienate d. As a general rule, 
however, wages in different countries do not seek common levels 
as readily as do wages in competing localities within the bound- 
aries of a single nation. Index munbers of the relative levels of 
real wages® in the large towns of 13 countries are shown in the 
accompanying table. 

* SotTRCK: Statistical Abstract of the United Stales, 1930, p. 826. 

’ Real wages represent the purchasing power of money wages over classes 
of goods habitually consumed. As between countries whose price levels 
and habits of consumption differ markedly real wage comparisons are more 
sienificant for the nurpose at hand than are money wage comparisons. 
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Ta^ix 1 — IvBEx Ncmbebs ox the REiATm Levels or Real Wages Df 
Lasge Towns or Dittebest CoT^fTBiES, n* JtxT, 193?) * 
(B&ee Cmt Bnt&ia — 100)* 


Country 

Number of : 
towns 

Real 

wagea 

United States i 

10 

190 

Oinada 


155 

Deomari i 


113 

Siredca j 


109 

Great Bnlain 


100 

Irish Free State 


93 

Netherlands 

1 4 

82 

Germany 

e ! 

73 

Poland 


61 

Austria 


48 

Yugoslavia 


45 

Spam 


40 

Italy 

mM 

39 


'&«ncs i.«A«r Jtffww, 0«teW, IWO 

The iodex cumbers in Table 1 indicate that real Trages in 
Great Britain in 1930 were more than tTrice as high as real wages 
in Italy and that real wages m Canada and the United States 
were more than 50 per cent higher than British wages. The 
compiler of the data recognized certain hmitations of his index 
cmnbeia — Umitations arising from Emaliness of the sample, 
conditions of labor that were probably not in all cases representa- 
tive for the country under exammation and other shortcomings. 
When due allowance has been made for hmitations of accuracy, 
the data pomt to concluaons different perhaps in degree but not 
in direction from those reached by other students of the subject,* 
etz , that in some countries labor , is abundant and relativ ely 
cheap, whe reas in other coantnea It is s carce and relatively dW. 
In some cases mass mov^ents of workers from low-nsgcroun- 
tries to high-wage countries would in all probability occur were 
it not for national boundaries and immigration restrictions 
Artificial bamers to present population mo\cments from Italy 

‘See “An Intemalional locpiuy into Costa of Living' A Comparative 
Study of Workers’ living Costa m Detroit (U. 8 A.) and Fourteen European 
CiUea,’’ International labour OfSce, Geneva, 1031 
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to l^ra^^ce and from Japan to the United States of America are 
cases in evidence. Such efforts on the part of countries with 
{ relative^ high living standards to restrict an influx of workers 
/from countries with relatively low living standards tend to 
I differentiate international trade from domestic trade. In 
1 international trade the wage factor is of relatively more impor- 
tance in determi n ing types of territorial specialization than is the 
case in domestic trade. Both the volume and the permanence of 
international trade rest more largely upon wage differentials 
than is the case in interregional, domestic trade. 
v/Nature of Market. — Essential characteristics of machine 
industry are standardization of product, mass production and 
mass sale. A large domestic market is well suited to mass sale. 
The majorit y of a nation’s people s peak er at leas t un d ersta nd, a 
common language and can be reached through an integrated 
system of communication. A large proportion of a nation’s 
population may be reached with st andardized sales mess ages 
communicated through magazines with nation-wide circulation, 
through the associated press of the nation or through nation- 
wide radio hookups. Frequent intercourse fostered by easy 
communication and familiar modes of travel in congenial sur- 
roundings tends to standardize habifi of consumption and to 
ma ximiz e advantages of large-scale production. Standardiza- 
tion of goods for the domestic market. applies not only to con- 
sumers’ goods but also to Industrie goods. System s of weights 
and measi ires are all too o ften natio nal ins titutions; systems of 
train ing for eng in eers and desig ners tend to conform to national 
patterns; and styles in mach inery and eq uipment ten d to assume 
national characteri stics. English railway engines and freight 
cars, for example, are characteristically different from engines and 
freight cars in France or in the United States of America. In 
'■^^'cej-tain c optiguoi^ coimtries of Europe railway gauges are so 
'’^^^'’^^mflerent as to necessitate reloading of freight at the national 
boundaries in place of through carriage of loaded freight cars. 
Lack of standardization of products of different nations, as 
illustrated with railway equipment, exists in many other types 
of industrial equipment. One need not d elve deeply into the 
intricacies of specifleation habits, style causation, machine 
design and consumption preferences to realize that in a great 
many cases goods to be sold in foreign countries must be especially 
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designed to confonn with the national charactenstics of t^ose 
countnes 

Differences m demand more or less similar to those cited 
exist among the regional markets of a large nation Howe\ er, the 
mdlVlduaht ies of Ta jl 0 « 5 ~pa»'tq f>f a 

as a rule, le ss extreme than those of differen t national markets 

A sigmhcant result of these market pecuhanties is that a large 
concern which is supplying a particular class of goods (type- 
writers, railway engines, machine tools, flour, hats or what not) 
for sale m a number of different countnes cannot standardize 
the product and realize advantages of mass production and mass 
sale to as great an extent as can the firm which is producing an 
equally large volume of one class of merchandise for sale in a large 
national market 

Existence of Customs Tanffs — Tanff waUs constitute a third 
difference between foreign trade and domestic trade A customs 
tanff 13 a dut y or schedule of duties le vie d upon gooda jthiehjiass 
the b oundaHes of a pblJtjcal s tate " in aPMeni medieval 
tunes tanffs were levied prunanly for the purpose of raising 
revenue In recent tunes they have been used more largely for 
the purpose of regulati ng the flow of comm erce Duties are 
imposed upon imports, upon Exports and upon goods in transit 
Import duties are by far the most important category of modem 
tanff charges Practically no self governing nation is entirely 
free of unport duties Rates of duty are lened, ordinanly, either 
in terms of a fixed charge per unit of weight, measure or count of 
the merchandise imported|^ie7®P®<^c duties, or m teSs”©!” a 
specified perceSlagS^STthe value of the goods imported, i e , ad 
valorem duties 

Export duties are less common now than they were dunng the 
mercantile period, although not so uncommon as to be classed in a 
category of purely histone practices Great Bnteun, for example, 
employed export duties in her attempt to regulate production of 
raw rubber under the Stevenson plan m the nineteen twenties 
Other examples are Chile’s export duty on nitrates and Canada’s 
export duty on pulpwood 

Customs tanffs obstruct the sale of particular goods m par* 
ticular markets Thus they may limit imports of foreign mer- 
chandise, curtail production of certain goods m particular areas 
by penahemg exports (as lo the Rntish rubber restnction plan) 
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or facilitate the practice of dumping. Dumping j g the sale of 
goods - in foreign markets a t prices Jess than*" those for 'tvhi ch 
simila r^oods are sold in the ^mesticm^ Eet^ If it were not for 
tariffs, goods sold abroad at figures below the domestic price 
le-^ for such goods would tend to return to the country of origin. 

'Monetary Variations. — Purchases and sales of goods in a 
domestic market are, as k rule, negotiated with money or cur- 
rency that is uniform in all parts of the market. As between 
countries, mfediums of exchange are not uniform , even when all 
the countries in question have gold standards. When both the 
United States and Great Britain were on gold standards, for 
example, the gold equivalent of a United States dollar was 23.22 
grains of fine gold, and the gold equivalent of the British pound 
was approximately 113 grains of fine gold. Expressed in another 
way, the British pound at par was equivalent at 4.8665 United 
States dollars.^ When these countries were on gold standards, 
exchange rates varied as much as Ijjer cent, i.e., a British pound 
might exchange for as much as 4.89 United States dollars or as 
little as 4.84 United States dollars, depending upon the condition 
of trade balances and the cost of transferring gold from one coun- 
try to another. When the monetary units of these countries 
are not subject to gold conversion, excha nge rates may vary by 
much gr eater am ounts-th an those ind icated. Calculation and 
execution of monetary exchange transactions incident to inter- 
f national trading cons titute costs an d jisks of a kind that a re not 
X/ordinarily involved in domestic trade. A United States merchant 
M who sells a bill ofgobds in New York, San Francisco or some other 
domestic city for §4,866 will collect approximately $4,866 if the 
purchaser pays his bill. Costs of transferring this sum from one 
city to another are of minor importance. If a similar bill of 
goods is sold in Great Britain for a specified number of pounds 
sterling, the American merchant may realize $4,866 or some other 
amount depending upon the rate of exchange between dollars and 
potmds when collection of the bill is c onsummated . Monetary 
variations tend in this manner to diffCTentiate domestic trade 
from international trade. Th e hazards of foreign e xchange 
dealings are particularly great in tunes of economic stress, when 
gover nm ents resort to various forms of monetary depreciation. 


* Par of exchange in this sense is the so-called mint par of exchange. „ 
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Legal Peculjanties — A fifth difference between international 
trade and domestic trade is to be found in a dissimilarity of legal 
systems and modes_^ settling com mercial dis p^es m v^nus 
countnes A domestic trader may be subject to a great variety 
of local laws, tax rates and other regulations in different parts 
of his own country As a rule, hoaever, legislative regulations 
and procedures in any particular nation rest upon a common 
foundation of legal codes and philosophies The se codes an d 
philosop Mes inay be q uite diffe rent from those iii^mg _pther 
country *where_the^h_irtoncal biTckgroimd is not the same A 
conse^ence is that the mtematiOMPtrader is burdened with a 
heavier weight of legal responsibilities and is faced with a greater 
variety of legal complexities than is the domestic trader 

INTERDEPEKDENCE 0? INTERNATIONAL TRADE AND DOMESTIC 
TRADE 

No country has within its onn national boundaries facihtiea 
for economical production of all the goods required by a modem 
industnal people Even the Uruted States of America which is 
among the most self*sufficmg of the highly industnalized nations 
of the world, depends upon other countnes for the greater part 
of its silk, sugar, rubber and potassium, for a number of important 
alloy metals such os vanadium, timgsten manganese and anti- 
mony and for a great many other commodities jute, tin, mckel, 
dyestuffs, drugs, corundum, sponges and asbestos, to mention 
only a few Great Britain imports large amounts of sugar, wheat, 
meat, cotton, wool, timber and copper, in addition to scores of 
less bulky commodities tobacco, silk, sisal dyestuffs, drugs metal 
alloys, precious metals, resm, spices, tea and others France 
imports large quantities of coal because of the infenonty of her 
own coal reserves Germany is dependent upon other countries 
for iron ore, Japan is dependent upon foreign countnes for ade- 
quate supphes of both coal and iron as well as for many other raw 
materials 

Internal and external trade have contnbuted jomtly for many 
centunes to the needs of industry and the satisfaction of ultimate 
consumer wants and have become functionally connected For 
hundreds of years, international trade has been a vehicle for the 
extension of improved production techmques to an ever widemng 
circle of users, it has been a medium for the cross-fertihzation of 
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cultures and a connecting link between the activities of peoples 
in all parts of the world. As a result, imposition of trade restric- 
tions by some one country is likely to throw people out of work 
in other countries. Buying power of the unemployed and their 
purchases of domestic goods shrink; the displaced workers must 
seek new occupations, and in so doing domestic sales and pur- 
chases are modified. Thus the effects of imposition of trade 
restrictions by some one country spread to other coimtries and 
from industry to industry in these other countries. Economic 
disturbances in any one country, whatever their causes, are 
transmitted to other countries. Beduction of foreign invest- 
ments caused by poKtical upheaval in a debtor nation, for exam- 
ple, disrupts foreign exchanges, modifies credit structures and 
affects prices and interest rates in all creditor countries. Extreme 
overproduction of some one important raw material — ^wheat, 
sugar, rubber, cotton or what not — causes price disturbances 
that are transmitted to other commodities and to other nations. 
A severe decline in wheat prices, for example, reduces the buying 
power of farmers in Australia, Canada, Argentina, Russia, United 
States and other wheat-producing countries. The wheat growers 
in turn purchase fewer manufactured goods. Manufacturing 
profits shrink, manufacturing workers are thrown out of employ- 
ment and less cotton and rubber are purchased in the form of 
automobiles, clothing and industrial equipment. There follows 
a tendency for consmners to eat more wheat and fewer pota- 
toes, and for fertilizer markets which draw supplies from Chile, 
France, Germany, United States and elsewhere to become less 
active. Few persons escape entirely the shocks of compotmd 
waves of business depression that may originate with extensive 
overproduction of wheat. Every national industrial system as 
now constituted is synchronized with every other national indus- 
trial system in greater or less degree through an interdepend- 
ence that has evolved slowly as the countries themselves have 
developed. 

National industrial systems depend upon one another for 
markets, for financing and for raw materials. Some nations 
could, no doubt, continue to exist without foreign trade, but the 
domestic trade of no nation would continue to flow in its accus- 
tomed channels if its foreign trade should cease to -exist. The 
question of interdependence between domestic and international 
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trade from a purely economic point of ^^ew resolves itself largely 
into two considerations first, that ot the gams m production 
efficiency that are to be had from mtemational divusion of labor, 
and, second, that of the extent to which existing populations and 
industnal systems have grown up with international trade and 
have become dependent upon it 

The extent of dependence of different nations upon mter- 
national trade vanes England and Japan, at the present bme, 
are probably more dependent upon foreign trade tbaa other large 
eoimtnes, the Umted States of Amenca, Russia and China are 
among the countnes least dependent upon foreign trade With a 
drift toward mtense self-sufficmg nationahsm that has been m 
evidence smce the World War, senous thought is bemg given m 
some quarters to the problem of weighing possible losses from 
reduced international divTSion of labor and international trade 
on the one band against possible gams from greater national 
self-sufficiency on the other 

If a persistent trend toward closed economies develops, what 
may happen to countnes that are largely dependent upon world 
trade? Some students of world economy behev e that the welfare 
and perhaps the very existence of a number of large nations as 
now constituted depend upon access to foreign supphes of raw 
nxatenals and to foreign markets for goods manufactured at home 
These students of the subject bebeve that httle progress could 
be made toward achieving generally conditions of greater national 
self-sufficiency without a long senes of wars, geographical redis- 
tnbution of the world's population and relocation of national 
boundary lines 
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HISTORICAL BACKGROUND 

INTRODUCTORY 

The ptirpose of this section is to call attention to the influence 
of historical, geographical and technological factors upon the 
course of commercial policy developments. Nations, like indi- 
viduals, tend to move in directions of least resistance. The 
nation which is poor in agricultural resources may emphasize the 
development of external commerce, particularly if trade routes 
are invitingly convenient, if foreign foodstuffs are abundant and 
if the population is ingenious in contriving manufactures. The 
people of some other nation may be more inclined to devote a 
larger proportion of their energies to localized' industry, par- 
ticularly if domestic natural resources are abundant and easy to 
get at. The first nation is likely to be an advocate of open ports 
and equality of trading opportunity. The second nation is more 
likely to be content with less trade and a policy of home-market 
protection. International commercial policies are seldom free 
from the influence of geographical factors. They are influenced 
also by historical precedent. Wide markets, division of labor 
and extensive commerce existed in the East for thousands of 
years before Adam Smith published his Wealth of Nations (1776). 
Smith’s conceptions of economic gains that might be achieved in 
eighteenth century England by division of labor and commerce 
were strikingly similar to experience records of ancient Phoeni- 
cians and Greeks and, no doubt, were influenced by them. In 
some respects commercial history of the ancient East has repeated 
itself in the West much as technical developments perfected in 
the West have, more recently, been transplanted to the East. 

Industry and commerce are constantly changing. The his- 
torian is a student of change. He delves into the past for origins 
of existing institutions and practices and, not infrequently, he 
imcovers the cause of change. Students of national policies in 
international economic relations will find the perspective of a 
historical approach both stimulating and illuminating. Under- 
lying historical and economic forces that act in the direction of 
increased international commerce may be as powerful today as 
formerly, in spite of a seeming trend toward greater degrees of 
economic nationalism. 
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CHAPTER III 


COMMERCE OF ANCIENT CIVILIZATIONS 

Methods of production, transportation and communication of 
ancient civilizations were so different from those of modem 
civilizations as to limit sharply the contributions which a study 
of ancient history can make toward solution of present-day 
trading problems. Nevertheless, the history of ancient times 
holds a few gems of wisdom which the twentieth century man of 
practical affairs may well pause to heed. Human nature has 
changed little if at all since the time when Babylon was a 
renowned commercial mart. The springs of human action which 
induced Phoenician merchants to sail the seas were not altogether 
different from motives which today send British merchant vessels 
to the coasts of Africa and the ports of India. Nature’s penury 
in some regions and her profusion of resources in others (taken 
in relation to populations and production techniques) are old 
reasons for diversity of commercial policies in different countries. 

ADAPTATION OF COMMERCIAL ACTIVITIES TO THE 
GEOGRAPHICAL ENVIRONMENT 

Geographical environment has long been recognized as a factor 
which conditions a country’s conunercial development. In 
paragraphs to follow, contrasts are drawn between economic 
developments in Phoenicia and Egypt about 1200 b.c. and 
between those in Greece and China about 400 b.c. Phoenicia 
and Greece were trading nations,* Egypt and China were more 
largely self-sufficing agricultural nations.^ Phoenicians and 
Greeks with their limited agricultural resources and advantageous 
port facilities appear to have taken to commerce on the high seas 
' for much the same reasons that Great Britain, himdreds of years 

^ Compare this passage with the following quotation from Adam Smith’s 
Wealth of Nations, Book IV, Introduction: “The different progress of opul- 
ence in different ages and nations has given occasion to two different systems 
of political economy with regard to enriching the people. The one may be 
called a system of commerce; the other that of agriculture.’’ 
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later, developed her overseas commerce The Chinese and 
Egyptians were more bountifully supphed ^th agricultural 
resources and, having less access to the sea, did not de\ elop an 
extensive tradmg system 

Egypt About 1200 B C. — Egypt, about 1200 b c , is an example 
of a nation that did not de\elop an extensive external trading 
economy The fertility of the J»ile Valley was sufficient to 
support its 7 to 10 million people * Eurthermore, Egypt was 
bounded on three sides — ^outh, east and west — by deserts The 
deserts prohibited extensive overland trade, and access to the 'ea 
na the Nile River was not sufficient to encourage extensive sea 
trade Partly, at least, because of the geographical surroundings 
the Egyptians were not drawn into seafanng pursuits Egypt, 
howev er, was not without any foreign trade Scarce woods were 
imported from Pboemeia and SjTia, siher from Asia filmor, 
spices and cosmetics from the far east and gold and ostnch 
feathers from the south Some linen, Bax, wheat and glazed 
wares were exported However, the Egyptians were not depend- 
ent upon trade for their existence or for their prospenty as were 
their neighbors, the Phoenicians The Egyptians were not 
initiators of foreign commerce, they were not advocates of open 
ports and free commerce as were the Phoenicians * The geog- 
raphy of 3 “great nver of fertility in an and de'^ert"* was more 
conducive to agncuUura! pursuits in early Egypt than to exten 
siv e commerce Consequently Egyptian economy was a largely, 
although not completely, «eIf-contained economy At about the 
same penod, a neighboring country, Phoemcia, developed a 
tradmg economy 

Phoemcia About 1200 B C. — ^The Phoemcian nation Sounshed 
from about the fifteenth to about the fourth centurj b c The 
word “Phoemce” is Greek for “the Palm Land,” which bordered 
the eastern end of the Mediterranean Sea A race which 
occupied the narrow stnp of land between the Mediterranean 
Sea oa tie west aad tie Lebanoa Mountains on the east, pnor 

‘Petrie, W M F ,5o«<jZZ/»/ei^An««T(lE’?ypf, Archibald Constable and 
Company, Ltd , London, 1923 pp 2^-30 

* The I^yptians mamtained customhou'ies at thcip harbors and other 
principal places of entry Duties were levied on all goods except those 
assigned to the Crown Customs revenue was one of the most important 
sources of royal mcome 

* Petrie, op at, p 199 
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to about 2000 b.c., is believed to have been closely connected ■with 
the Egyptians. Sometime after 2000 b.c. the region in question 
was overrun by Semites. The resulting racial mixture became 
Phoenicians, The homeland of the Phoenicians was not more 
than 200 miles long and nowhere exceeded 35 miles in width. 
It was protected from invasions from the north and east by the 
Casius, Bargylus and Lebanon Mountains. To the south were 
promontories jutting into the sea that served as obstacles to land 
attack by way of Arabia or Egypt. The geographical features of 
Phoenicia and the characteristics of its inhabitants gave rise to 
an economic system quite different from that of Eg 3 q)t. The 
Egyptians were primarily farmers; the Phoenicians were more 
largely traders. EasUy accessible timbers for building ships, 
suitable harbors, islands ■within sight of the shore, wealthy 
ci^vilizations located to the southwest and to the east, greatly 
desired minerals to be had from the west and a scarcity of fertile 
agricultural land at home, ail contributed to the development of a 
trading ci'vilization in Phoenicia. 

Beginning, presumably, ■with short fishing trips, the Phoeni- 
cians had reached the islands of Cyprus and Rhodes and had 
established regular commerce ■with Greece sometime before 
1000 B.c. There followed more extended voyages as far west 
as Spain and the British Isles. ExceUing in the art of navigation, 
the Phoenicians practically monopolized for many years the sea 
trade of the Mediterranean. With control of the most eco- 
nomical means of transportation, they made large profits by 
exchanging goods found cheap in some districts and beg^ng a 
market, for other goods more abundant elsewhere. Supple- 
menting the sea trade was that fostered by caravan routes con- 
necting Tyre (and Sidon about 20 miles farther north) ■with the 
Tigris-Euphrates Valley, India and China. 

Erom raw materials, some secured at home and some imported, 
the Phoenicians manufactured goods that found ready markets in 
the Orient, Mesopotamia, Egypt, Greece, Italy, Spain and else- 
where. Skill in the use of purple dye, extracted from a species of 
shellfish abounding off the Phoenician coast, contributed to 
success in textile manufactures. Among other Phoenician 
manufactures were glassware, furniture and metal works of utility 
and art. Grain, to supplement home-produced food, and 
trading stocks of ivory, ostrich feathers and other novelties were 



30 


HISTORICAL BACKGROUND 


secured from Egypt m exciiange for furmture, glass, timber, 
dyestuffs and precious metals Copper was secured from Cyprus, 
tin probably from England, gold, sil\er and iron from Spam, the 
North Afncan coast and other western localities and foodstuffs 
and sla\es from Greece Precious metals (common to barter m 
practically all regions) ana soi elites were erchanged for silk, 
spices and other luxury articles ongmatmg m the Onent Thus 
an endless senes of barter transactions connected Phocmcia with 
every comer of the then known world and provided a remunera- 
tive occupation for a people inadequately endowed with fertile 
agncultural land 

The Phoemcians established tradmg posts and colomes to 
facilitate tbeir tradmg operations^ much as did the English 
2,500 to 3,000 years later Like the English, after removal of the 
“Com Laws” m the eighteen forties, the Phoemcians were 
advocates of free trade In the case of nineteenth century 
England free access to the markets of the world and extensive 
viorld trade offered greater promise of wealth than a system of 
trade restnctions requiring the production of necessary food- 
stuffs on an inadequate area of fertile land Tbe same generaliza- 
tion may be applied to the Phoenicians of the pre-Cbnstian era 
Scarcity of land easy access to tbe sea, inventions,* resources 
adapted to manufacture and trade and an ingemous people who 
had to struggle for a liv elihood m a repon where food was not 
plentiful gave nse to a pattern of economic civilization and a 
world outlook m Phoemcia different from that of the self-satisfied 
people livmg contemporaneously and prosperously m the fertile 
vallej of the Nile 

Greece About 400 B C. — ^Following the deebne of Phoemcia, 
Greece became the «»econd Mediterranean country to prosper 
from a far flung network of trading activuties Greek trade 
expansion started in a small way, as early, possibly, as 1100 or 
1000 D c , it reached its maximum of success about the time 
Phoemcia as a great nation passed from the histoncal picture — 
between 400 and 300 b c The n^e of Greek trade resulted in 

* Reasons for the founding of Carthage (in the ninth century b c prob- 
ably) the most renowned of the Phoenician colonies, is lost in obscure myths 
purporting to recount a story of how civil strife caused a split in the rulmg 
families of Phoenteia and migration of tbe weaker parties to Afnca 

* Dyeing processes and tbe art of glassmakmg, for example 
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conflict between Phoenicia and Greece. As Greece expanded in 
the Aegean and Ionian seas the activities of Carthaginians, 
Tyrians and Sidonians contracted in these areas. The old 
position of the Phoenicians as principal middlemen between the 
great empires of the East and the peoples of the Mediterranean 
came to an end. A second commercial nation, Greece, rose to 
dominate Mediterranean trade. Greek colonization paralleled 
Greek trade expansion. The new territories acquired by coloni- 
zation were among the most fertile in the Mediterranean area — 
Sicily, southern Italy, low-lying valleys of Asia Minor, the north 
Aegean seaboard and the shores of the Hellespont and Bosphorus. 
By the sixth century b.c. the economic life of Greece in the 
Mediterranean world had assumed the general character which it 
maintained imtil the expedition of Alexander the Great. ^ 

Commerce of Greek cities — Athens, Corinth and others — ^with 
populations too large to be supported by their immediate 
environs, did not consist solely of imports of foodstuffs and other 
goods which they lacked. These imports were offset by exports 
of manufactured goods and shipping services. Ceramic, textile 
and other export industries developed. The ceramic industry 
used native raw materials. The textile and metallurgical indus- 
tries consumed raw materials in part produced at home and in 
part imported. Home-produced olives were converted into 
oil for export. Woodworking industries depended in part upon 
local raw materials and in part upon imported woods. Tanning 
and leather-goods industries were supplied with locally produced 
hides. Ivory for the manufacture of ornamental works was 
obtained from Africa. By 400 b.c. Greek manufacturing had 
become specialized and trades were numerous. There were 
highly skilled carpenters, sculptors and modelers, bronze work- 
ers, stonecutters, goldbeaters, Cartwrights, ropemakers, linen 
weavers, metal chasers, ivory turners, painters, embroiderers, 
cobblers, miners and millers among others. Some workshops were 
operated by free men who worked on their own account; else- 
where slave labor was employed. Greek manufacturers had no 
machinery comparable with that employed by nineteenth 
century Eng lish manufacturers, but in many other respects the 

‘ Alexander the Great (a Macedonian) came into power about 336 b.c.; 
his conquests followed immediately thereafter; Tyre was conquered in 332. 
Alexander’s exploits tended to extend the Greek system. 



32 HISTORICAL BACKGROUIiD 

framework of the Greek manufacturing trading economy, an 
economy that exported manufactures and imported raw materials 
and foodstuffs — was similar to the t 3 rpe of manufaetunng trading 
economj de\ eloiied by the English more than 2,000 3 ears later 

A stream of similar economic actinty and busmess philosophy 
appears to nm from Phoenicia through Greece to Netherlands 
and Great Bntam The Greeks approached more nearly to a 
money economy than the Phoemcians and thus uere able to 
conduct tradmg operations more economically The English 
went further m the development of money economy than the 
Greeks, the English were without slaves in the Greek •sense and 
their industry was mechanired These are radical differences, 
nevertheless, striking similanties existed All three economic 
systems— the Phoemcian, the Greek and the more modem Eng 
Ush — ^mamtained far flung shipping and trading orgamzations, 
they established trading posts and colonies, and they engaged in 
wholesale exportation of manufactures which was counter 
balanced bj wholesale importation of raw materials and food- 
stuffs The Greeks mamtamed a system of export and import 
tariffs and mtemational trade regulations The«c, however, 
were for the purpose of raising revenue and of insuring adequate 
supplies of foodstuffs from abroad, not for the purpose of inducmg 
the Greek fanners to attempt production of adequate food for the 
nation on a too meager area of fertile land 

China About 400 B C — Ancient Chma was more hke Egypt 
than like Phoenicia or Greece The area of the Chma of 400 b c 
corresponded neither to that of China Proper as w e know it today 
nor to the larger area referred to as the Chmese Empire Pnor 
to the second century B c Chmese sovereignty mcluded roughly 
the region south from where the Great W all now stands^ to the 
Yangtze River basm, 1 e , roughly the northern half of the area 
we ordinarily designate today as China Proper ® The China of 

* The Great Wall was erected about 22S-210 b c 

* Chinese history may be divided tooghlymto three epochs (1) the Feudal 
Period, 2000 B c and earlier to about 221 b c., (2) the Monarchial Period, 
221 bc toAD I9I2and (3) theKepublicanPenod, since A D 1912 B^io 
Bing in 223 b c. conquest prepared the waj for the building of a great inland 
empire la the course of the nest two centuries the Huns were driven west- 
ward, the Chinese Emperor drew tribute from the whole of Central Asia 
and Chmese influence was extended west as far as the Caspian Sea With 
alternate periods of civil wars, breakup of the empire, more cml war and 
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400 B.C., like ancient Egypt, was a fertile region where lived a 
self-sufficing agricultural people. The Chinese from the very- 
earliest times -n-ere averse to trade. A Chinese trader was 
“regarded as a small-minded person whose main object in life 
was not to increase the public wealth but to comer supplies.”^ 
Early Chinese records are interspersed with edicts and de-dces 
to prevent merchants from occupying official posts and to pre- 
vent traders and shopkeepers from making exorbitant profits at 
the expense of ignorant farmers. The abstract idea of exchange 
for the furtherance of mutual comfort and luxury does not appear 
to have been a part of Chinese philosophy. In none of the 
legends, semiauthentic history and authentic records as sum- 
marized by students of the subject is there evidence to indicate 
that foreign trade was of relatively great importance to the 
inhabitants of ancient China. Trade in tea, which one thinks of 
as a principal article of Chinese commerce, appears to have been 
of little or no significance prior to about the sixth century a.d. 
Foreigners invaded China; civil wars occurred; dynasties were 
deposed; spvereignty was extended to include surrounding terri- 
tories and neighboring peoples; but from first to last, the interests 
of the Chinese people centered more upon local enterprise than 
upon distant trade. 

The direction of China’s development was inland — similar in 
some respects to that of Russia today and the United States in 
the nineteenth century. Geographic factors were not the only 
influences which contributed to China’s development into a self- 
satisfied agricultural civilization. Nevertheless, a fertile soil 
and room for expansion in early times, had, no doubt, some influ- 

xeunion under central authority, the Chinese ruled a vast empire until they 
were conquered by the Mongols in a.d, 1280. ‘Within a hundred years the 
Chinese had deposed the Mongol rulers and were again in power (a.d. 1368). 
Between a.d. 1368 and a.d. 1644 the Ming Dynasty (Chinese) sat on the 
imperial throne. During the fifteenth century the Mongols invaded China 
a second time with some success and in the sixteenth century European' 
penetration of China began. Also the Japanese raided and captured coastal 
cities from time to time. In general, however, China was ruled by the 
Chinese from a.d. 1368 to a.d. 1644. Early in the seventeenth century 
Manchu tribes began raiding from the north and subsequently' captured 
Peking. From the fall of Peking in 1644 to the year 1912, when the Chinese 
- Republic was established, the empire was ruled by the Manchus. 

I Parker, Edward Harper, China, John Murray, Ltd., London, 2d ed., 
1917, p. 42. 
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ence in preventing the Chinese from being lured into dangerous 
sea \oyages An agncultural economy pre\ ailed m China until 
philosophy and habit had become too firmly fixed to be radically 
changed vnthout mass uphea\al Separated as the people were 
by mountams, segregated by groups into sheltered-\ alley com- 
munities, fortified against the outside world by deserts, unpene- 
trable forests and ocean barriers, and without facihties for easy 
mtercommumty or intemationai commumcation, the pattern 
of Chmese habits of existence, once established, flowed down 
through the centuries httle modified by tune and change 
ANCIEKT TRADE AND POLITICAl IMPERIALISM 
Temtonal expansion, political expansion and trade expansion, 
m varymg degrees of combination, went hand m hand m the 
development of Phoemcian and Greek trade In the case of 
Rome, military and pohtical imperialism was a dominant condi- 
tion No far-flung system of transportation and trade has ever 
been able to exist without some degree of mihtary and political 
imperialism However, imperialism appears to have been less 
pronounced m some of the modem commercial systems— mne- 
teenth century Great Bntam, for example — than it was m ancient 
Rome In this connection, one is inclined to wonder whether, m 
years to come, imperialism will be minimized in order that many 
small, free and pohticaliy mdependent states may s^l^Vl^e, or 
whether aggressive mihtary and economic domination, on the 
part of a few powerful nations, will be resorted to m efforts to 
unify pohtical control o^ er large areas that are complementary 
in an economic sensa ITicse considerations are of growing 
importance because modem industry, dependent as it is upon 
great quantities of raw materials, widely dispersed,^ encourages 
temtonal division of labor more pronounced m degree than 
anythmg which has gone before 
As one news m retrospect the nsmg tide of ancient trade, the 
widely taught conception of free trade and equal opportumty 
among sovereign nations, with unequal niice m the world's 
pohtical affaus, tends to fade away m a mis t of dreamy idealism 
Nor does the commercial and pohtical history of modem Western 
nations, as we shall see m later chaptera, pomt toward a condition 
of pohtical and economic stabihty m a world umted by commer- 
* See Part IV of the present volnme. 
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cial ties, yet di^dded by innumerable national boundaries and 
national traditions. Free trade among the states of the United 
States of America from 1790 to date would, in all probability, 
have been impossible without a strong, unified federal govern- 
ment. Possibly, free trade among the sovereign states of Europe 
can never be realized in advance of political union. It is not 
inconceivable that economic and political currents in the modem 
world are drifting in the same general direction as those of the 
ancient world, despite revolutionary differences in production 
techniques. Political imperialism on the part of commercial 
civilizations of the ancient world culminated in the Roman 
Empire. 

With the movements of commerce and empire westward, Italy 
became a logical center of operations. Italy’s position between 
the two great basins of the Mediterranean, her long coast line 
fronting on three seas, her early contact with Mediterranean 
trading civilizations, and her intermediate position between the 
barbaric West and the civilized East, all contributed to her becom- 
ing a center of empire. 

By the middle of the third century b.c., ^^ctory in the almost 
(incessant warfare with surrounding tribes had made the Romans 
masters of the whole perdnsula of Italy. During the next 300 
years Roman law and Roman rule fused into a single political 
organism a territory which included Arabia and Mesopotamia, 
Asia Minor, the Black Sea region, Greece, Egjq)t, north Africa 
including Carthage and territories extending west to the valley 
of the Rhine and to the heart of Britain. Rome became a great 
commercial and financial center. Tribute from peoples con- 
quered by the Roman legions poured into the coffers of the ruling 
city. Rome became a center toward which foodstuffs, manufac- 
tures and luxuries of diverse kinds flow'ed from all corners of 
the empire. In exchange for merchandise imports from sub- 
jugated peoples the Romans built roads and established law 
and order. 

Roman conquest resulted in a coming together, an interpene- 
tration and a synthesis into one political organism of regions 
which had formerly been independent. It extended from the 
Persian Gulf and the Caspian Sea west into England, and from 
the Black Sea region south to include the lower Nile Valley, 
Carthage and other parts of northern Africa. Political union 
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of the regions that became parts of the Roman Empire permitted 
freer interregional commerce and ga^e full play to the in\agorat- 
mg forces of regional specialization in production The mdustnal 
and commercial activities of Egypt, Syna and Asia Mmor -n-ere 
not stifled under Roman rule Tj^re and Sidon contmued to 
manufacture and export purple-djed tissues, artistic bronzes and 
glassware Egjiit contmued to produce gram Her output 
exceeded local requirements and the surplus mo\ ed to regions 
deficient in foodstuflfs Mining m Spam, England and other 
regions of the 1 \est increased Impro\ed agricultural methods 
took hold m Gaul with the cessation of mtercommumtj warfare 
and the mtroduction of new ideas and more abundant supplies of 
plows, harrows and scj-thes Textile, metalworking and fumi- 
ture-makmg mdustnes and other occupations thn\ ed and pros- 
pered m all parts of the empire RemoiaJ of bamens that 
obstructed the easj flow of interregional commerce appiears to 
ha^e been coaduci\c to mdustnal progress Takmg the empwe 
09 a whole, production and consumption appear to ba^e been 
stimulated by Roman rule 

Howe\ er, ad\ antage on the side of temtonal dnision of labor 
under Roman rule was not to be presen ed mdefimtely Rome 
had her penod of prospcnt>^ — a period longer than that between 
the Industnal Rei olution (middle eighteenth century) and the 
present time, though short m relation to the history of civiliza- 
tion Ads antages of temtonal division of labor and world free 
trade made po*>sifale hj the Roman Empire appear, m time, to 
have been counterbalanced by structural weaknesses m the 
economic 53 stem and organic weaknesses in the political ‘ystem 
The central goi emment -neakenod, economic and political smews 
that bound together the various parts of the empire «;oftened, and 
the world from India Tiestward was plunged into a long penod of 
political disorgamzation and economic localism One w ell maj 
wonder whether the twentieth century is just a stage in a long 
upward trend toward an improv ed S3'stem of world political coop- 
eration and free trade, orwhether the dnft is tow ard an era of eco- 
nonuc localism more marked than that of the nineteenth century 

EVOLUTION OP TRADINO METHODS 

Expansion of trade in the ancient world was accompanied by 
a dc\ elopment of commercial techmqucs which, with refinements 
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and improvements, are still in use. Manufacturing methods 
and modes of transportation undergone basic and revolu- 
tionary changes during the modern era. The volmne of inter- 
regional trade has increased enormously since tlie time of Greece 
and E-ome, but its mode of conduct is not so different as one 
might expect. The Phoenicians established trading posts or 
factories not altogether different, probably, from those of the 
French, Spanish and British in America, Africa and China 
3,000 years later. The traders of Tyre, Sidon and Carthage 
built Tvarehouses in which were a.'isembled stocks of goods from 
Egypt, Mesopotamia, Cyprus, Greece, Italy and Spain for 
storage and reshipment. Although precious metals were com- 
mon articles of barter conducted by the Phoenician traders, 
money and credit did not, apparently, come into widespread use 
until Greek and Roman times. However, the systematic, 
organized commerce of the Phoenicians, conducted vdth ships 
designed for the purpose and facilitated by branch houses serving 
as points of assemblj’’ and dispersion, was a very definite step in 
the direction of modern international commerce. 

The Greeks established the beginnings of a money and credit 
economy. In order that goods might be exchanged in barter 
economy, a coincidence of wants was essential. Use of a medimn 
of exchange universally desired, durable and easily identified 
ob\dated, in part, the difficulties of disposing of shiploads of 
merchandise for goods that coidd be turned over at a profit; 
facilitated the striking of bargains, reduced risks of transfer from 
one locality to another and facilitated the financing of costly 
ventures. The Lydians, in Asia Minor, are believed to have 
introduced the art of coinage.^ The first coins were made of a 
mixture of gold and silver; later gold and silver coins were struck 
separately. The Greeks are believed to have adopted the idea 
of coinage from Lydia. The coin in commonest use in Athens 
about 400 B.c. was the tetradrachm, or “owl” as it was called in 
allusion to the image which it bore on its reverse side. Other 
coins used in Greece were drachmas and staters. Even though 
every city had its own peculiar coins, and monetary S3'stems 
differed between regions, calculations of monetary" exchanges 
were much less difficult than the conduct of trade by barter. 

1 Hehrick, Cheesman A., Hislory of Commerce and Industry, The Mac- 
millan. Company, New York, 1917, p. 53. 
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Money changers came into existence, and later bankers, who 
made loans at interest, issued letters of credit and sold insurance 
An 4.theman going to Miletus might pay a sum to his banker m 
Athens, secure & letter of credit and draw a specified sum of 
money from the Atheman bank’s Atilctus correspondent The 
rate of interest in Greek times might vary anywhere from 10 to 
40 or 50 per cent Shipping insurance took the form of bottomry, 
a transaction wherem the lender handed his capital to the 
borrower to be apphed to objects exposed to sea nsk, on condi 
tion that the borrower should repay the sum lent onij if the 
object*? on which the loan apphed should arrive safely at their 
destination 

Mov able wealth had a far reaching influence upon economic 
life m Rome The city of Rome became a center of capitalism 
built upon a foundation of money and other forms of movable 
wealth, taken from conquered peoples and roamtamed by 
tnbute The issue of coinage being in theorj a pnviJ^e of 
sovereignty, the Roman emperors endeavored to introduce the 
Roman monetary s}*stem mto all parts of the empire Exchange 
of foreign corns from faraway regions, hke China and India, 
gave nse, however, to money-changing companies which also 
earned on bankmg operations as m Greek tunes Another 
feature of Roman capitalism was the nse of joint stock companies 
which dealt in paper values such as the shares of companies of 
pubheans From a verj early date Rome had farmed out her 
taxes to middleman collectors With the expansion of the 
empire, tax revenues mvolved such large sums that no one 
person could finance the coUection function As a result, "tock 
compames came mto existence, which advanced loans to mumci 
pahties against future revenue The •shareholders of the«e 
compames were men of every class Senators who were for 
bidden bj Jaw personally to lake part m pubhc biddmg for tax 
contracts or m the conduct of commercial ventures purchased 
shares m the compames, as did also knights and ev en middle-class 
citizens Banker promoters did not confine their activities to 
government transactions, th^ lent financial aid to «!hipowners 
and merchants and to aspiring joung noblemen like Caesar and 
Antonj Roman bankmg became so intncate that financial 
crises followed vicissitudes m foreign affairs and commercial mis- 
adventures In addition to amplifying monej and banking 
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operations in the manner of the Greeks, the Romans introduced 
standardized weights and measures, another innovation that is 
a characteristic feature of^modem commerce. If one thinks of 
the outlying parts of the Roman Empire as being comparable 
with British India in its relation to Great Britain, he will realize 
that even the foreign investment aspects of modem international 
trade are not exclusively modem in their origins, even though 
they are more highly developed in technique. 



CHAPTER Vi 


COMMERCE OF THE MIDDLE AGES 

A gtniing characteristic of the Roman Empire vras its trans- 
portation system Natural waterways were supplemented by 
roads radiating from the capital In western Europe, passable 
roads were mamtained from the city of Rome to the mouth of 
the Rhine, to the Pillars of Hercules (Gibraltar) and to the 
western coast of Gaul (through France) From the mam artenes 
many secondary roads branched off Picture a modem concrete 
system of automobile highwaj's radiating from a large 'Western 
city of the twentieth century, then recall the construction of 
Roman roads— «ome of them with pa\ement 14 feet wide sujv- 
ported b} layers of stone or mortar 3 feet thick The Roman 
roads terminated at or nere joined mth na\^g3bl6 naterwaj’S 
which were kept open for military transportation and for com- 
merce The Rhine, for example, then as novi, was one of the 
principal inland traffic channels of Europe Three features of 
the Homan «y«tcm were m sharp contrast mth the medieial 
penod that followed Roman traffic arteries were main- 

tained in a state of good repair, second, mihtaiy patroL muu- 
roized banditr>, third, local and regional tyrannies i\erc not 
permuted to become so burdensome under Roman rule as to 
destroy commercial intercourse 

IrlEDIEVAL LOCAUSM IN EUROPE 

With the disintegration of the empire, local administrators 
were graduallj cut loose from centralized authonty and many 
of them ultimately became heads of small, so\creign states 
France, for example, is estimated to ha^e been cut up into 10,000 
or more bttle, independent pnnnpalities The European land- 
side todaj 13 dotted with the remains of mcdle^aI castles that 
were once centers of tin> , so\ creign realms Ilighw ay and n\ cr 
tolls increased in number It was not uncommon for (oil sta- 
tions on mam artenes of traffic to be located not more than 
40 
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5 or 10 miles apart. Contractors who leased these stations made 
a practice of keeping taverns where traders were detained until 
authorized to move on. Dxmng long intervals of delay caused 
by absence of officials or other pretext, the merchant was charged 
exorbitant rates for lodging. Far from being standardized, 
charges appear to have been determined by the merchants’ abil- 
ity to pay. Furthermore, the merchants were subjected to 
highway robbery by outlaw bands which often were agents of 
petty barons. Thus after paying a lord for safe-conduct through 
his territory a merchant might be robbed by the very lord who 
had collected safe-conduct fees. Roads fell into decay. The 
toll-paying merchants got, at best, nothing more in return for 
their contributions than the right to look after themselves, to 
travel over unrepaired highways as best they could or to make 
the necessary repairs at their own expense. Under these unfav- 
orable conditions commerce diminished. By about the ninth 
century a.d. trade had reached such a low level of activity that 
the itinerant peddler was more common than the professional 
merchant. 

It is not necessary to repeat the historical, political and eco- 
nomic reasons for the rise of a system of feudalism in western 
Europe. The important fact to obser\^e is that an economy of 
agriculture, manufacture and uddespread commerce under 
Roman rule gave way to a more localized and self-sufficing 
economy of group agriculture with a minimum of trade and 
manufacture. Miserable as may have been the economic con- 
ditions of Western people under the Roman system with its 
exorbitant taxes and abusive conduct on the part of local officials, 
the consensus is that conditions were even worse during the 
Middle Ages. They were certainly far more divergent between 
one region and another. 

Most of the historical records passed down from generation 
to generation are concerned with the lives and teachings of 
religious leaders and the battles of secular princes; the common 
man has little place in early medieval literature. Only a few 
scattered glimpses of his mode and conditions of life remain. 
However, these glimpses gleaned from inventories and estate 
record -books suggest a mode of life that involved a minimum 
both of commerce and of comfort. Few goods were imported 
for consumption by the common folk, except such necessities as 
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salt and spices, for which the local communities had to depend 
upon the outside iiorld 

The medie\al women spun and wove Imen and wool fabncs, 
tended the cattle and sheep, cultivated the vmejards and 
vegetable gardens, looked after the poultry, helped with the 
ban est and performed all household duties The men plowed, 
sowed and cultivated the fields, constmeted and repaired build 
mgs made plows, mattocks, hoes, scjthes, axes, carts, barrels, 
baskets and other farm implements and utensils There was 
some specialization in work Shoemakers, carpenters, black- 
smiths and brewers of wine were framed for the<*e particular 
tasks In some locaUties weavnng was a specialized occupation 
There was, however, no concentrated manufacturing of surplus 
goods for export 

The common people of manorial estates were tied to the soil 
Before the towns reappeared, there was no escape from a monoh- 
onous mode of existence Common people retired to bed at 
dark Candles were too v aluable for general use and, besides, 
the common people could neither read nor write Their principal 
diversions were dancing sports such as arcberj, smgmg and 
buffoonerj on Sunday, and a visit once a year to the annual fair 
Here they wandered about among the httle booths, meeting their 
own kmd from neighboring estates, bartering for salt and, if the 
fair was large, gathering stones from foreign merchants and 
seemg strange goods from bejond the boundanes of their own 
narrow world Silks, jewelry and other luxunes brought m 
meager amounts for sale to wealthy nobles were on displaj at the 
large fans 

The self-contamed, monastic abodes produced ‘some surplus 
of goods for -support of armies and nobles The abbej’s paid 
taxes to war lords m return for military protection or mamtamed 
their own military establishments They collected rev enue from 
their tenants in the form of sheep, poultry, eggs, gram, w oolen 
and hnea fshnes, Jeatber, cheese, wme, bandrworl of artisans 
and the hke Some of these goods could be tran-^ported to a 
royal court or army base, others were consumed on the spot by 
the retmues of nobles who traveled about from place to place, 
hving upon the land 

In contrast with the quicker tempo of contemporary hfe in 
cities of the eastern Mediterranean, and m contrast with town 
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economy of western Europe in later centuries, manorial self- 
sufficiency was a backward and archaic mode of life, geared to 
the needs of mere existence. The West, even after some sem- 
blance of political unity had been achieved, was essentially an 
inland empire, a closed state, without important foreign markets, 
where people lived in a condition of almost complete isolation. 
In contrast with Eastern cities such as Constantinople and 
Alexandria, that carried on a thri^dng commerce, cities of the 
West, like Paris and London, were scarcely more than centers of 
religious and militaiy administration, waUed and fortified against 
invasion and large enough to accommodate the surrounding 
populace in case of attack by marauding northmen or neighbor- 
ing princes. In the Middle Ages, world commerce was an index 
of intellectual outlook on the part of middle-class and common 
people and a sign of material prosperity. Without books or 
newspapers to read, without telephones or radios, without public 
schools, railway trains or automobiles, common people tied to 
the soil for a lifetime of work, with little opportimity to talk to 
merchants or other travelers, tended to stagnate intellectually. 
Furthermore, in the days before scientific exploitation of nature's 
forces had got well under way, dhusion of labor and trade were 
the chief means of increasing per capita output of economic goods, 
and the small self-sufficing economic units were not conducive 
to the realization of large gains in this direction. 

EASTERN TRADE PRIOR TO THE CRUSADES 

During the late medieval period, Italian cities and parts of the 
old Roman Empire farther east were organized into separate 
states with intense rivalries. Among the foremost trading cities 
were Constantinople and Venice. Constantinople occupied, 
then as Istanbul does now, a commanding position on one of the 
approaches to the Mediterranean Sea. It had serv^ed from early 
times as a shipping port for fishery products, timber and grain 
originating in the Black Sea region and the Danubian Valley 
and as a connecting link between the Mediterranean and the 
Orient. Because of her advantageous position, Constantinople 
was able to maintain a considerable volume of trade during the 
whole period of the Middle Ages — ^more before the Crusades than 
after. Passing merchants were taxed in Constantinople and 
arbitral restrictions imposed upon them, but not to the point 
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of destroying conunerce E\en though trade m silks, spices, 
ornaments, drugs and other Eastern goods sank to a le\ei 
in the West, a bottleneck position like that occupied by Con- 
Btantmople might continue to conduct a large \oIume of east- 
ncst commerce because the West was immense Furthermore, 
there was opportunity for trade with Italy, Greece and Egypt 
which did not become so isolated as the Germamc regions to the 
north 

Alexandria and Italian coast cities nere, hke Constantinople, 
strategicallj located to benefit from trade Three mam routes 
between Asia and Europe were followed during the Middle Ages 
One route began at the head of the Persian Gulf Baghdad 
(founded about a d 750 near the site of ancient Babylon) was 
the first important stopping point for goods moving from 
the East westward From Baghdad a caravan route led 
through the desert to the Phoenician coast and thence by water 
to Mediterranean ports west Another route moved from Con- 
atantinoplo east across the Black Sea to Tana on the Sea of 
Azov, thence by land north of the Caspian Sea and on to China 
and India The third route was by way of the Ked Sea and 
Alexandria 

Probably more has been w ntten about Venice than any of the 
other Mediterranean ports Medieval Vemce has been described 
as the “Ocean’s Queen’ and “Pearl of the Sea ” Lying at the 
head of the Adriatic, she was a Mediterranean seaport, yet 
situated so far north as to be almost in the heart of Europe 
Vemce is said to have gathered into her harbor merchandise 
moving over the three east west routes — silk, spices, camphor, 
IV oij , pearls, carpets, etc In the early Middle Ages, trade in 
these commodities with western Europe was meager, because, as 
already explained, Europe’s ^stem of tolls and tjTannies tended 
to stifle it, furthermore, the manorial economy had little to offer 
m exchange for Eastern luxuries It is well to remember, how- 
ever, that in spite of tolls, restrictions tjTannies and wars 
between city states, specialization and manufacture in Mediter- 
ranean cities and trade among them did not cease to exist even 
during the darkest penod of the Dark Ages Furthermore, the 
mtinorant peddlers kept some trade alive m northern Europe 

The character of the people and their institutional background 
as well as geographical factors appear to have played a large part 
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in determining the extent to which commerce survived in western 
Europe and eastern Mediterranean countries after the collapse 
of the Roman Empire. The middle easterners living in the 
Tigris-Euphrates Valley, the peoples of Asia Minor and of the 
Black Sea region and the Greeks had been engaged in commerce 
for centuries. Where their influence was greatest, commerce 
survived. But the Germanic races from the northwest were 
descended from a people who for ages had hunted, tilled the 
soil and tended flocks for a livelihood. Germanic tradition and 
influence tended, therefore, to restrict commerce in the West. 

The influence of dissimilar streams of culture which flowed 
into western Europe from east and north have had a part in the 
molding of European economic history at every turn. The 
obsequious eastern Jew with his sharp trading habits and his 
intemational-mindedness has waged an rmending struggle with 
the more self-sufficing, combative nature of the Teutonic north- 
erner. At some stages the spirit of the north appears to have 
had the upper hand. At all stages, north and east have fused to 
some extent and have exercised joint influence upon the European 
environment. 


REVIVAL OF TRADE IN THE WEST 

Rejuvenation of trade in western Europe accompanied a move- 
ment of the West against the East which goes under the general 
name of the Crusades. Erom the eleventh to the thirteenth 
century a religious fervor swept over Europe. Hoping to save 
their souls, in search of adventure to break the dull monotony of 
Western existence and in search of more land, which to them was 
wealth, knights and soldiers of fortune joined with religious 
zealots in a series of expeditions to save a mystic Holy Land from 
desecration by infidels. The Crusades contributed in Europe to 
an increase in the power of central town authority, which already 
was in process of developing. Some communities purchased their 
independence from princes whose interests were diverted, by the 
Crusades, from local wars to Eastern adventure and who were in 
need, therefore, of goods for outfitting crusading expeditions. 
Communities, thus freed from the restraints of feudal rule, came 
under the control of merchants, who established municipal gov- 
ernments and achieved a measure of self-protection. Slaves and 
serfs ran away to the cities, where they became artisans and free 
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men if succc««ful m rcmnimng unclaimed for a penod of a }car 
The self-f>-ufiiciency of feudal c«tnlM declmcd and manufacturing 
n as transferred to the tonw Tarmcra brought their grain, wool, 
chickens and pigs to market and exchanged them for shoes, cloth- 
ing and other fabnented goods 

Change from the old mode of life waa quickened by the return 
of Crusaders, who had been thrown in contact wth habits of 
thought and wa} s of life m the Fast Fi cn the returning nobles 
in some instances, allied themsches mth commercial enterprises 
in the West, and thus encouraged an expansion of foreign trade 
The old port of Marseille acquired new life Commerce flowed 
more freclj up and ilowm the Rhfino, the Rhine, the Danube, the 
Seine and the Thames London, Pans, Lyon, Cologne and lesser 
cities increased their production of manufactured goods for export 
as well as lor local consumption 

The degree to which towns gained self-government depended 
in most coses upon the rclatnc strength of the town and of the 
noble from whom a charter had to be obtained Some of the 
coast cities in regions where feudal control was weak allied them- 
6cI\C3 with the Pope in the great struggles between papacy and 
empire and thus gained wider priMleges Towns in Flanders 
and on the Baltic coast were c«pccnHj fortunate m this respect 
Instead of fighting each other, the Baltic coast towns gradually 
grew together for mutual protection and Cnall} about the middle 
of the fourteenth ccuturj formed the Hanseatic League The 
league has been described as "a model of cooperation in an age of 
city malncs Its membership fluctuated from 20 to 100 or 
more cities, located pnncipollj in North Germany The league 
maintained a navy , had its oivn flag and promulgated rules and 
regulations to goiem lU trading members who were active par- 
ticipants ID ocean commerce 

In time the actintics of foreign merchants penetrated the 
trade barriers of many inland towns Cramping guild restne- 
tions and self-sufficiency gradually gaie way to intcrtown com- 
merce Thus werelaid the foundations of economic nationalism 
National economy repre«cnlcd a larger grouping of economic 
forces and common interests than existed in the earlier municipal 
order It bound together peoples of the same blood, language 

‘Selurt GeorobC and a C Kbeg TheFoundmyttfWutemCtviJtia- 
(vm,HRTpet'& Brothers, New \OTk, 1029 p 233 



COMMERCE OF THE MIDDLE AGES 


47 


and religion and created for them conceptions of interdependent 
industry, standardized currency and centralized authority. The 
transition from manorial economy through town economy to 
national economy was gradual. It covered a period of several 
centuries and was a result of many forces, both political and 
economic. Commerce contributed to the wealth and power of 
political and militaiy leaders who were to become kings, and 
they in turn favored undertakings of their commercial supporters. 

When one stops to realize what a long period after the breakup 
of the Roman Empire was required for the welding of many Rmgll 
political units in western Europe into political states — France, 
Great Britain, Germany, Spain, Italy and the rest, he is not 
surprised at the delays, disappointments and failures encountered 
in attempts to create a United States of Europe or a dynamic 
world League of Nations. Transitions from small economic and 
political units to larger economic and political units are condi- 
tioned by racial, sociological, religious, linguistic and geographical 
as well as by economic factors. Forces powerful enough to cause 
expansion of political and economic units appear at some stages in 
history to have been dominant, at others dormant. During the 
thirteenth and fourteenth centuries commercial expansion had a 
far-reaching influence upon political affairs. It is possible that 
powerful economic forces are at work in our own time to bring 
about some form of closer union between nations of the twentieth 
century. The geographical distribution of basic industrial 
resources is sufficient reason for territorial division of labor and 
an increased volume of world trade. Improvements in trans- 
portation and communication facilities are removing geographical 
barriers, contributing to greater uniformity of industrial methods 
and minimizing language difficulties in the conduct of world 
commerce. However, today as in former epochs of the world’s 
economic development, free and unfettered commerce does not 
benefit all participants alike. Removal of com m ercial barriers 
in western European communities of the Middle Ages strength- 
ened the commercial and industrial elements of European society 
and weakened the status both of feudal aristocrats and of religious 
despots. All classes of society cannot strengthen their relative 
positions at one and the same time. 

Development of political centralization in Europe, which 
began during the latter part of the Middle Ages, was hastened in 
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eome localities and retarded m others b> prc\ ailing circumslanctB. 
It came catlj iti England In France the process was gradual, 
remnants of feudalism continued to cxLst m France until the 
French Rev olutron in 1789 Tlie independent states of Germany 
were not strongly united under Prussian rule untd 1871 The 
process of political unification was tvcll under waj in Spam before 
1500 In Portugal it n&s well along at a somcnliat earlier date 
Netherlands had thrtnen off the impediments of Spanish rule by 
the middle of the Bixteenlh ccnlurj With the dc\clopment of 
centmlired political authority m Portugal, England, Spam and 
Netherlands, came a penod of geographical discoveries and 
oi^anitation of great trading companies, for the promotion of 
trade between Europe and Asia, the Levant, the Muscovutc 
Dominions (Russia), Africa and America Iland in hand with 
discovery and trade expansion went impcnalisra, colomtation 
and a continuation of tho age-old struggle for surv vv al 
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TRANSITION FROM MEDIEVAL 
LOCALISM TO WORLD-WIDE COMMERCIALISM 

International trade of modern times rests upon a foundation 
of highly centralized nationalism in the stronger countries, with 
varying degrees of faltering independence or colonial dependence 
on the part of weaker states. Characteristic features of com- 
mercial systems of modern times are the corporate form of busi- 
ness organization, a money-credit economy and manufacture with 
power machinery. These institutions took shape after the 
medieval period. 

The gains of di'V’lsion of labor and commerce contributed to the 
disintegration of medieval city-states. Exploration and dis- 
covery supplied new lands for colonization and pro\dded a larger 
fund of precious metals for use in extending money economy. 
Tightly organized and broadly financed trading corporations 
consolidated commercial gains which the breakup of feudal 
economy and the discovery of new territories and new trade 
routes made possible. Need of exports to exchange for precious 
metals and foreign merchandise stimulated improvement in 
manufacturing techniques. Finally, during the period of transi- 
tion from medieval localism to modem industrial nationalism 
(roughly 1400-1800) a political-economic philosophy called mer- 
cantilism was evolved. This philosophy helped to clarify the 
aspirations of states and to centralize political authority. 

Nineteenth and twentieth century commerce is strikingly dif- 
ferent from the commerce of earlier centuries. By no means all 
its important features, however, are basically new. At the end 
of the medieval period, peoples of the West had within their 
reach a rich fund of experience in poHtical organization, ocean 
navigation and commercial venture which for 3,000 years had 
been accumulating in the East- The value of this fund of knowl- 
edge was not overlooked. It accounts in part for the rapid 
strides of progress which Westerners made during the fifteenth, 
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Bixtwnth, enteenth and eighteenth centunes For example 
the idea that the earth vras round and that India might be reached 
bj sailing we«t from Spam did not originate m the fifteenth cen 
turj when Europeans began seeking a western route to the Orient 
This idea had been voiced by Eratosthenes as early as the third 
centurj B c The principle of the nangator's compass used by 
Portuguese explorers was a discoiery of the ancient East The 
art of shipbuilding had been in process of e\ olution and improve- 
ment smce Phoemcian tunes The wealth of Eastern commercial 
citiejj was a fact which deeply unpressed ev ery TTestemer who 
traveled m the East Also Greece furnished examples of cen 
tralized gov emments for which no parallels existed m the West 

DISCOVERY OF NEW TERRITORIES AND NEW TRADE ROUTES 
Possibly no character depicts the spmi which mhcred m the 
age of discovery and Western expansion better than Henry, the 
Navigator, of Portugal 1394-1460 By the time Prmce Henry 
had grown to manhood, Westerners were sailing by the compass, 
records of Marco Polo’s travels had fired the imagmation of 
adventurous youth, exploits of intrepid Viking navigators had 
dispelled somewhat a fear of dark «eas and myi-hical monsters 
believed to mhabit the great unknown, and soon the mventton 
of movable ty^pe was to make available books of travel and 
geographical description Henry the Navugator encouraged the 
teachmg of mathematics at Lisbon, brought Arab and Jewish 
authorities to Portugal to instruct his captains more fully in the 
arts of navigation and orgamzcd voyages of discovery His 
activnties stand at the threshold of a striking period of European 
adventure m the unknown reaches of the Atlantic and beyond 
In 1471 the equator was crossed, in 1484 Diaz rounded the south- 
ern tip of Africa, Columbus reached Amenca in 1492, Vasco da 
Gama sailed to India vaa the Cape of Good Hope m 1498, etc 
Trade expansion and colonization paralleled discovery With 
commerce between Europe and the Orient over the old routes 
impeded by Mohammedans and Turks, east weat trade was quick 
to follow new routes as they were diacov ered Spam and Portu 
gal were the first countries to profit by discovery After the 
new route to India around the Cape of Good Hope was discov ered, 
Portugal’s trade m spices and other Onental luxunes underwent 
an amazmg development Spam profited less from Onental 
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trade because the Pope assigned Africa and the entire East (the 
Philippines excepted) to Portugal. Spain, however, profited 
enormously from her exploitation of the silver and gold mines of 
Mexico and Peru. 

The daring and audacious exploits of the period from about 
1450 to 1600 (with which every high-school and college stu- 
dent should be familiar) mark the beginning of the commercial 
supremacy of the West and the eclipse of medieval and ancient 
commercial centers in the Mediterranean area, particMarly 
Venice, Alexandria and Constantinople. 

COLONIZATION 

Portuguese settlements in the Madeiras and Azores and on the 
northwestern coast of Africa in the fifteenth century were the 
beginnings of a far-reaching European colonization movement 
that paralleled discovery and trade expansion and set the stage 
for economic imperialism on the part of Western nations. The 
conquests of Mexico (1519-1521) and of Peru (1531-1533) were 
in keeping vdth the spirit of the age. Operating from a base in 
recently occupied Cuba, Cortes, with a force of 600 or 700 men 
and a few horses and small cannon, overthrew and took possession 
of the Aztec empire in Mexico. Stores of gold and silver accumu- 
lated by the Aztecs were confiscated and sent to Spain, and the 
Mexican mines were worked with forced Indian labor for the 
glory and profit of the conquerors and their European king. 
Having tasted blood in Mexico and profited greatly by the ven- 
ture, the Spaniards, this time represented by less than 200 men 
under the incredibly daring and audacious leadership of Pizarro, 
pushed from Panama into South America to conquer the Inca 
empire in Peru. Again hoards of precious metals were found 
and confiscated and more miners were put to work for the con- 
quistadores and for the Spanish crown. The great wealth in 
precious metals secured from Mexico and Peru encouraged other 
Spanish ventures and settlements — ^in Central America, Chile, 
Argentina, California, Florida and elsewhere. 

While the Spanish were plundering and establishing settle- 
ments in Mexico and contiguous regions the Portuguese were 
establishing themselves in Brazil, along the eastern and western 
coasts of Africa and m the Far East, and England was laying the 
foundations for her North American colonies. John Cabot, an 
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Italian by birth who had moved to London, sailed to Labrador 
m 1497 On a «econd voyage he sailed down the North Amencan 
coast as far, possibly, as Yii^ima Among the tangible results 
of Cabot’s voyages were the establishment of a profitable British 
fishmg mdustry in the North Atlantic and preparation of the 
way for British <!ettlement m North America 
Durmg the fifteenth and sixteenth centuries, Spam and Portu- 
gal laid claim to temtonea along the Afncan, South Amencan 
and North Amencan coasts, took possession of the West Indies, 
the East Indies and other Atlantic and Pacific islands and set 
their marks upon the Asiatic mainland During the ‘'eventeenth 
and eighteenth centuries colonization was to contmue with one 
European country after another — particularly England, France 
and Netherlands — being drawn mto the great game of colonial 
empire buildmg 

ORGANIZATION OP OVERSEAS TRADING COMPANIES 
Enghsh merchants took little part m over'eas commerce before 
1500 Tin, iron, copper and lead were obtained in England by 
the ancients, metals, leather and wool by Europeans durmg the 
Middle Ages Not until the beginnmg of the modem period, 
howe^e^, did English traders cease to be pctanre Organization 
of the great trading companies marks the beginning of England’s 
nse to prommence m ocean commerce The Dutch, too, became 
more active m world commerce when medieval impediments 
began to disappear Royally chartered and jomt-stock com- 
panies were among the expedients resorted to by Bntish and 
Dutch m meeting overseas competition This type of orgamza- 
tion was employed, also, by the French and the Swedes 
The first of the English compames went under the name Mer- 
chants of the Staple The kmg designated certam towns m 
which wool might be collected and sealed by the royal customs 
officers ^lerchants -who assembled wool m the designated 
towns and exported it were called Merchants of the Staple In 
time, a company of Merchants of the Staple secured a charter 
from the kmg granting it a monopoly of the wool export trade 
English membership in thecompanj was not restncted, foreigners 
were excluded Each member paid the association s fee and it 
m turn contnbuted to the royalineome Otherwise its activities 
were not restncted 
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Organization of other British trading companies followed the 
success of the first. Reasons for the granting of royal charters 
to such companies are not far to seek: in the first place, the com- 
panies were sources of royal revenue; in the second place, monop- 
olies could be granted to court favorites or persons to whom the 
king was obligated; in the third place, protected companies were 
instruments for controlling commerce in war materials; and, 
finally, the fostering of British shipping was a means of encourag- 
ing shipbuilding and maintenance of a merchant marine that 
could be called into action for naval ser\dce in times of emergency. 

In addition to the Merchants of the Staple, six ro 3 ’’ally favored 
companies are conspicuously noted in the history of British 
industry during the sixteenth and seventeenth centuries, viz.: 

The Merchant Adventurers, chartered in 1505 
The Musco^^ Company, chartered in 1553 
The Eastland Company, chartered in 1568 
The Levant Company,' chartered in 1581 
The Guinea Company, chartered in 1588 
The East India Company, chartered in 1600 

The Merchant Adventurers exported wool and woolen cloth 
to the Continent and imported hops, wine, soap, linens and other 
manufactures. The Continental wmol and woolen cloth markets 
were highly competithm. Raw wool was in such demand by 
the Flemish cloth industry that it more or less sold itself; cloth 
had to be merchandised in a more vigorous, audacious fashion — 
hence the name Merchant Adventurers. 

The Muscovy Company was founded for the discovery of 
regions, dominions, islands and places unknown in northern 
Europe and points east. The main motive was discovery of a 
northern route via Russia to China and large new markets for 
British textiles. This objective was not achieved, but some 
increase in trade with the north was secured as an outcome of the 
venture. 

The Eastland Company promoted the exchange of cloth, tm, 
lead and Eastern reexports, for flax, hemp, fish, wax, timber, pitch 
and honey obtained in Norway, Sweden, Poland and Prussia. 

The Levant Company was organized for trade with Turkey, 
Syria and Asia Minor. England exported wool and woolen 
woven goods, tin, lead and iron to these regions and imported 
cotton, mohair, drugs and coffee from them. 
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The Guinea Companj was authonzcd to promote trade 
between England and the northwestern coast of ^Vfnca Among 
the imports were pepper, i\ oij and palm oil Textiles and metal 
wares were «ent in exchange 

Of all the Bntish trading combines, the East India Com 
pan} 13 probabi} the one be«:t known It had a monopoly of 
Bntish trade with India, Arabia and Persia Spices, cotton 
perfumes ro ewoods silk mdigo and precious stones were secured 
in exchange for England’s standard export wares, viz , wool and 
woolen cloth and metal goods The officers and stockholders of 
this orgamzation lobbied at court and m Parhament for charter 
renewals and other fa\ ors and took actix e part m creatmg pubhc 
opimon in England from the tune when the company was find, 
chartered m 1600 until its strength nancd carij m the nineteenth 
century 

The outstanding Dutch trading compan} of the seventeenth 
centurj operated under the name of Dutch East India Companv 
Dutch commerce was built around a fishing industry Great 
quantities of hemng, a staple food m Catholic Europe, were 
readil} axailable m the North Sea ofi the Dutch coast and a nen 
method of curing was dexeloped m Amsterdam During the 
first half of the eeienteenth century Dutch merchants rose to a 
dominant position in the cxnying trade of Europe and extended 
their actmties to the Far East Long a "ca lonng people, the 
Dutch pu'shed their trading xenture& east to Venice, Constan 
tmople and Alexandria «oon after the defeat of the Spanish 
Armada b} the Bntish, and by 1601 had dispatched some three 
score ships to the East Indies The Dutch East India Company 
had its beginning m 1607, when <elf interest and national welfare 
caused an amalgamation of the «e\eral Dutch compames that 
were competing for Eastern trade For many decades thereafter 
the history of Dutch commerce and colonization was to be closely 
associated with this chartered compan} and its offsprmg the 
West India Company 

EXTENSION OF MONEY ECONOMY 

The extension of money economy in Europe durmg the late 
Middle Ages and the early modem period was an essential part 
of the transition from feudalism to nationalism and colomal 
empires The chief charactenstics of money economy are divi 
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sion of labor and exchange. Money’s function is to facilitate 
the exchange process. The expansion of commerce in Europe 
created an increasing demand for money. Inasmuch as experi- 
ence had demonstrated the superiority of gold and silver over 
other commodities for monetary uses and inasmuch as there was a 
dearth of these metals in -western Europe, the discovery of gold 
and silver hoards and of gold and silver mines in the New World 
was an important contribution to E-uropean economic develop- 
ment. Between 1500 and 1600 the world’s annual production 
of gold increased about 50 per cent; silver production increased 
about eightfold. The precious metals sen’^ed as a hand-to-hand 
medium of exchange and as a basis of value in banking operations. 
With the establishment of frequently used trade routes, mer- 
chants of the West resorted to the use of biUs of exchange and 
letters of credit. An important function of the Hanseatic League 
and of the later chartered companies was regularization of 
exchange practices. Within the framework of systematized 
trading activities money changers quite naturally expanded their 
activities to include deposit and loan functions. Bankers who 
succeeded in acquiring reputations for engineering successful 
investments attracted funds from business acquaintances and 
the friends of business acquaintances, first from their o^vn towns 
and later from distant towns. Kings and nobles who were fre- 
quently in need of immediate sums of ready money turned to the 
bankers for loans and were encouraged by them to liberalize the 
easy flow of trade and to take part in speculative ventures. By 
the beginning of the modern period officials were paid noth money; 
soldiers were hired for money; and supplies were purchased -ndth 
money. The use of money thus extended royal power and gov- 
ernment functions as well as trade. 

With the development of joint-stock companies the power of 
capital and credit increased in scope. Small sa-^dngs of indi- 
■^dduals were dravm from their hiding places to augment the 
available supply of working capital. In time bourses were 
established and speculative dealing ceased to be confined to 
princes and w'ealtby merchants. Financial operations in Ant- 
werp, an important commercial and financial center of the sb:- 
teenth century, -will senm as an illustration. Here was the first 
bourse to be established in western Europe, a place where dealers 
met daily and effected exchanges by means of paper securities 
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representing goods located elsewhere Bankers bought and sold 
exchange for forward deh^eijj shares of stock changed hands, 
and news gathering systems were organized to enhance profits 
from speculative transactions 

STATUS OF MANUFACTURIWO PRIOR TO THE NINETEEirrH 
CENTURY 

We of the twentieth century associate with the idea of manu 
iactuie and trade, Varga buddiaga, integrated matbineij , steam 
plants, electric motors and concentrated bodies of workers 
This ultramodern pattern of economic actmtj is strikingly dif 
ferent from mdustnal conditions that prei ailed pnor to about 
1800 Manufacturmg methods, as late as the surteenth, *501 en« 
tecnth and eighteenth eentunes, were not very different from 
tho«e of ancient times 

In general manufacturing m Europe and England during the 
surteenth and sei enteenth centuries and much of the eighteenth 
century was m the handicraft stage The woolen mdustry in 
England is characteristic of the old 5}'steni The work was done 
in the homes of workers or m small shops Hand or foot spuming 
wheels were used and m xreanng the shuttle was thrown back 
and forth by hand. Some famihes performed all the operations 
from wool to cloth wife and daughters worked at spinmng wheels, 
small boys carded the wool, men did the weaving Because one 
loom operated regularly could provide work for five or «« spin 
ners, the women of some famihes spun yam and passed it along 
to wea\ ers, while the men of the family were engaged m other 
occupations such as metalworking and carpentenng 

In the early part of the period under consideration weavers 
produced or purchased wool, directed the dyeing spmmng and 
weaving operations and sold the cloth As the cloth market 
expanded a merchant class appeared who purchased wool, had 
it worked into cloth by many scattered famihe«, assembled the 
finished product and negotiated its sale Commercial con- 
nections of some of the lai^er merchants extended as far as 
America, India and China Some merchants amassed great 
wealth, affected the airs of gentlemen and earned swords They 
became capitalists and aristocrats as compared with the lowlj 
spinners and weavers 



TRANSITION FROM MEDIEVAL LOCALISM 


57 


The textile industry 'vras one of the first to lend itself to the fac- 
tory system of modem times. The spinning jenny was invented 
in the seventeen sixties and Arkwright’s first spinning mill 
(worked by horses) was established shortly thereafter. One of 
the first power looms (power supplied by a dog) to work success- 
fully was set up in Glasgow in the seventeen nineties. At the 
end of the eighteenth century the development of power-loom 
weaviug had hardly begun. 

When Adam Smith published his Wealth of Nations (1776) 
charcoal was stiU the principal fuel employed in smelting iron. 
In 1750 the ironworks at Coalbrookdaie were the only ones in aU 
England which used coal for smelting; ironworks on the Continent 
were even slower than those in England to make the transition 
from charcoal smelting to coal smelting. Not until iron became 
more abundant and less expensive than it was when smelting 
depended upon charcoal and abxmdant supplies of wood did metal 
machines for industrial purposes come into widespread use. 

Both the machines of modem factory systems and the motive 
power for their operation were lacking in European economy 
imtil late in the eighteenth century. Employment of motive 
power other than the muscular strength of man or beast is an 
essential feature of a mass-production economy. The power of 
falling water and that of wind pressing against the blades of great 
mills drove machines to a greater or less extent long before steam 
engines made their appearance. Nevertheless, it was not until 
widespread introduction of steam power in the nineteenth century 
that wholesale replacement of handicraft methods by machine 
methods of manufacture occurred. 

During the sixteenth, seventeenth and eighteenth centuries 
European trade became world-wide. Colonies were established 
in America, Africa and Asia; money economy developed rapidly; 
nationalism in European countries took shape; but not until the 
end of the period did manufacturing methods and modes of 
transportation undergo radical modification. During the seven- 
teenth and eighteenth centuries sailboats continued in use; manu- 
facturing was done largely by artisans working with simple tools 
in small shops or in their omi homes; and overland transport of 
bulky goods was of little or no importance. These were the 
conditions which prevailed during the mercantile period and at 
the time when Adam Smith published his Wealth of Nations. 



CHAPTER VI 


MERCANTILE PHILOSOPHY AND NATIONAL 
SOLIDARITY 

With the groTTth of international trade in Trestem Europe dur 
mg the long penod from the fourteenth to about the end of the 
eighteenth century cTpedients for the promotion of economic 
nationalism came into being These expedients, loosely organ- 
ized into a system of economic pohcy, came to be known as 
mercantilism Examination of mercantile arguments and prac- 
tices against the background of economic and pobtical circum- 
stances from which they sprang will illustrate the manner m 
which economic conceptions tend to adapt themselves to cur- 
rently pre\aUmg needs Exammation of thc^e ideas will also 
help to expose certam loose and erroneous arguments which from 
time to time appear m connection with reasoning about interna- 
tional trade balances and tariff policies in the light of twentieth 
century conditions 

hfercantihsm is a philosophy of trade that was etched upon 
the panels of history by practice and precept dunng the penod 
between the end of the Aliddle Ages and the beginning of the age 
of power machinery Rums of European castles mark the pass- 
ing of the medie\al penod They call to mind an orgamzation 
of economic activity commonly de'<cnbed as town economy 
The town with its surrounding manors was the characteristic 
economic umt Mumcipabties and manors were pohtically sub- 
ordmated to the state with its kmg and underlings, but the state 
did not unify national economic affairs Each town with its 
surrounding manors was largel> self-sufBcmg and was separated 
from other towns by trade barriers 

In contrast with this type of economic localism is economic 
nationali'^m, which took shape duimg the mercantile penod The 
national economic umt embraced many fowns Its boundanes 
were detenmned by geographical bamers, racial characteristics 
of large population groups and institutions such as language, 
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religion and custom. The national economic state ■was character- 
ized by conceptions of national and international trade, national 
di'vision of labor and national banking. As ordinarily conceived, 
mercantilism included two stages marked by somewhat different 
national policies. - In the first stage mercantilism was a revenue- 
raising, king-making, gold-accumulating policj'-; in the second 
period it was a protection-of-established-industry polic}’’. 

THE FIRST PERIOD 

Introductory. — Among the many reasons for transition from 
to-wn economy to national economy were the gro'-wth of interto-wn 
trade and the rivalries of far-flung trading organizations. Mili- 
tary leaders who desired portable wealth and traders who sought 
for freer access to markets were dranm together and propelled in 
similar directions by forces of self-interest. Desire for political 
supremacy on the part of dominant princes and desire for com- 
mercial supremacy on the part of aggressive merchant groups 
created joint need of unified armies and names. Nationalism 
had its beginnings as a system of expediencies for promoting the 
interests of these small minorities. The expediencies in question 
became social forces of a rising order of magnitude, which swept 
into unified systems, areas and population groups many times 
larger than the medieval city-states. The patterns of national 
development in Italy, France, Germany, Netherlands and Eng- 
land were not identical, but the forces of unification and the 
strategy of leadership were sufficiently similar to justify the use 
of some such term as mercantilism to designate the general tjqje 
of economic pohcy characteristic of the time. Similarity of 
mercantile doctrines, in the several countries where mercantilism 
held sway, rested mainly upon two basic conditions: first, the 
aims were concentration of authority in the hands of royal princes 
and extension of frontiers; second, the means to these ends lay 
in the regulation of commerce on a national scale. In some 
degree mercantilism held sway in all parts of western Europe 
during the 400 or 500 3 '-ears prior to the nineteenth century. The 
sjrstem was most complete in detail in Great Britain. There 
national solidarity was definitely achieved and national economic 
institutions, such as central banking, national taxation and 
nation'-ndde trade, became functional realities prior to the nine- 
teenth century. 
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Bntish Mercantile Philosophy — ^Among the requisites of a 
strong national economj m the Bntish Isles n-as a strong navy 
Profitable foreign trade n as an inducement for the building of 
ships and the traimng of seamen by pnvate interests Before 
the establishment of a national system of money and banking 
and a system of national taxation, the king could not provide and 
mamtam a large national na\'y, because his resources were inade- 
quate A Bntish king of, let us say, the fifteenth century was 
but one of a number of strong noblemen who struggled among 
themsehes for the seat of honor A pnvate-citizen merchant 
manne would be commandeered in tune of national emergency 
for the defense of aU In order to make trade profitable and 
thus to encourage merchants to build ships, manufacturing nas 
fostered — tj^ies of manufacturing which pronded goods desired 
by foreigners Bntish mercantilism was, in part, a sjstem of 
regulations established to foster such manufactunng ' But 
manufactures and ships were not the only economic smews 
required for the weaving of a strong national fabric Gold and 
sill er w ere needed for the establishment of on adequate national 
banking system, a national system of taxation and war chests 
In short, among the more important requisites of a rei enue sj’s- 
tem adequate to provide support for a king and his court, and 
proceeds needed for a centralized political sy&tem, were manu- 
factures, trade and monetary metals These things mercantilism 
was designed to pronde 

England produced insufficient gold and silver to supply her 
needs* As a result, \anous expediencies were reported to for 
the purpose of securing gold and retaimng it m the country 
These expediencies, hke those resorted to for the fostering of 
manufactunng, of trade and of shipbuilding, were part of the 
mercantile doctnne They included embargoes on gold exports 
and regulations to insure a fax orable balance of trade Aggregate 

•Among the regulations in questioa were wage fixing price fixing 
embargoes upon gold exports navigalioa acts requiring British exports and 
imports to be earned in Bntish ships, trade monopolies monopolies of 
colonial markets import tanfls, export bounties and bilateral commercial 
treaties favormg particular mdustnes m particular countries 

•England needed gold and siher forthe maintenance of a national mone- 
tary and banking system and a national system of taxation and reserves of 
wealth readily available for use of the ruling class if the ruling class was to 
mamtam and to strengthen its position 
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sales of English goods were expected to exceed aggregate pur- 
chases of foreign goods, the difference to be collected in gold or 
silver. In order to insure a favorable trade balance, limitations 
were put upon merchandise imports, and exports of manufactures 
were encouraged. Import duties were placed upon domestic 
consumption goods that could be produced at home. Exports 
of manufactured goods (embodying larger values than raw mate- 
rials) were encouraged by fixing prices of labor and industrial raw 
materials at low levels and in some cases by paying export boun- 
ties. Navigation acts were passed requiring English goods, both 
exports and imports, to be carried in English ships. In these 
and other ways the state attempted to regulate external commerce 
in a manner to insure an excess of sales over purchases and an 
incoming stream of gold and silver in settlement of the difference. 

The predominant passion of the English nation during the 
mercantile period was a stout patriotism fashioned to promote the 
interests of the ruling classes. Individual welfare was subordi- 
nated to national welfare. The function of the individual was 
conceived to be that of promoting the welfare of the state, not the 
other way aroxmd. Industries came to be considered in different 
order of importance, measured not so much in terms of individual 
productivity and standards of living and well-being as in terms 
of national supremacy. The mercantile conception of industrial 
hierarchy was as follows: 

First in importance was international trade so regulated as to 
encourage shipbuilding and an inflow of precious metals. 

Second in importance was manufacturing so regulated as to 
make foreign trade profitable. 

Next in importance was such mining as was necessary to make 
manufacturing possible and profitable. 

Fourth came agriculture to feed the people and to minimize 
the necessity of importing foodstuffs and agricultural raw 
materials. 

Since labor was the largest element in production costs, a large 
population was thought by the mercantilists to be desirable in 
order that labor might be plentiful and wages low. 

Industries which worked up raw materials were exalted over 
those which provided raw materials. 
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Foreign trade took precedence o\er domestic trade 
Colomes were considered as estates to be worked for the advan 
tage of mother countries They were prohibited from trad 
mg with European nations other than the mother country 
which thej supphed with precious metals and raw materui 
in return for manufactured goods , . r- 

■s; 

The kmg worked to eonsobdate and strengthen his position m 
the nation The nation worked to consolidate and strengthen 
its position in the community of nations 

Examples of the Literature of British Mercantilism — ^The 
wntmgs of Bntish mercantilists were not =0 concise uncontradic- 
tory and defimtely focu-ied as the foregoing interpretations may 
’mggest They were «cattered fragmentary and uncoordinated 
IS evertheless students of the mercantile era have found sufficient 


similnnty m pomts of new of leading wnters to justify bmlding 
the dommant and frequentlj repeated ideas mto a more or less 
coordinated system Among the tjT>ical mercantile treatises 
published m Great Britain were Childs A A etc Discourse of 
Trade'- and Mun s England s Treasure by Forraxgn Trade * Con 
cemmg the balance of trade Child had the following to 

Among other thmga relating to TWde there has been much discour*e 
on the Balance of Trade the right uDdersiandmg whereof may be of 
singular Use and «erre as a compass to steer by la the contemplatioa 
and propagation of Trade for pubbek adrantage It is the most general 
received opinion and that not dl grounded that this Balance is to be 
taken by a direct scnitmy of what proportion the value of the Com 
moditiea exported out of this Kingdom bear to those imported and if 
the Exports exceed the Imports it is concluded the Nation gets by the 
general course of its Trade it bemg supposed that over plus is imported 
Bullion and «o adds to the treasure of the Engdom Gold and SHrer 


bemg taken for the measure and standard of Riches * 




Thomas Mun another mercantib t was bom m 1571 He 


accumulated wealth and acquired a reputation as a merchant 
engaged m the Levant trade In 1615 NIun was elected a direo- 


« fi mr.n ^Jib JosuH A hew Ducourte oj Trede London 1690 

* Mcn Thomas Engtand^* Treasure by Forratyn Trade London 1664 
Sklacmllan Companv ed 1910 

* Child op at 4th ed pp 163-164 Ch3d became Governor of the 
East India Company and member of Ibriiament. 
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tor of the East India Company. His treatise, England’s Treasure 
by Forraign Trade, written probably about 1631, was printed 
for the first time by his son in 1664. The book opens many 
avenues of insight iuto economic philosopbies and practices of 
the mercantile period. 

The ordinary means ... to enrich our wealth and treasure is 
Forraign Trade [wrote Man] wherein we must ever observe this rule; 
to sell more to strangers yearly than we consume of theirs in value. . . . 

Although this Realm be already exceeding rich by nature j’^et might 
it be much increased by laying the waste grounds (which are infinite) 
into such employments as should no way hinder the present revenues 
of other manured lands, but hereby to supplj' our selves and prevent 
the importations of Hemp, Flax, Cordage, Tobacco, and divers othem 
things which now we fetch from strangers to our great impoverishing. 

We may likewise diminish our importations, if we would soberlj' 
refrain from excessive consumption of forraign wares in our diet and 
rayment. . . . 

In our exportations we must not only regard our own superfluities, 
but also we must consider our neighbors necessities, that so ... we 
may gain so much of manifacture as we can and also endeavor to sell 
them dear, so far forth as the high price cause not a less vent in the 
quantity. . . . 

The value of our exportations likewise may be much advanced when 
we perform it ourselves in our own Ships for then we get not only the 
price of our wares as they are worth here, but also the merchants’ gains, 
the charges of ensurance, and freight to carry them beyond the seas.^ 

Conclusions. — ^From a vantage point of twentieth century 
conditions and motives, mercantilism may appear to be a queer 
and illogical body of misconceptions. Merchant ships are not 
as serviceable for front-line action in modem warfare with its 
submarines, airplanes and armored battleships as were merchant 
ships in the warfare of the sixteenth and seventeenth centuries. 
The Spanish Axmada was defeated not by Britain’s ro^ml battle 
fleet — a pimy thing in comparison with the Spanish battle fleet — 
but by a flock of small pirate trading vessels armed for merchant 
duty on the high seas. Such mercantile ideas as intense desire 
for stocks of precious metals and measurement of national wealth 
in terms of gold and silver hoards may seem even more absurd 

1 Mux, op. cii., pp. 7-11. Quoted with the permission of The Macmillan 
Company, New York, and Basil, Blackwell and Mott, Ltd., Oxford. 
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to the student of modem economics than need of a merchant fleet 
for national defense The twentieth century nation which 
possesses the largest stocks of gold is not necessanlj the wealthiest 
coimtiy in the world National go\emment, national taxation, 
national bankmg and national trade can, if need be, function 
without gold or sil\er under our system of twentieth century 
credit economj However, this was not true dunng the mer 
cantile period Gold and silver played a more \ntal part in 
national economy then than now A merchant group possessed 
of gold m abundance, some part of which could be passed along 
to the king’s coffers was a condition essential to national solidanty 
dunng a penod when the a^regate of surplus goods o\er and 
abo\ e the minimum for subsistence was relatx\ ely small These 
considerations throw Ught upon reasons for emphasizing both 
gold and fa^orable merchandise trade balance during the mer- 
cantile penod Gold was needed for the mamtenance of an 
effective centralized go\emment, and a fa\orable trade balance 
was needed to get the gold Merchandise exports and imports 
together with shipping services constituted a much larger pro- 
portion of aggregate international transactions than is the case 
today Capital exports interest on foreign investments tounst 
expenditures, etc , were then relatively less important parts of 
the aggregate of mteraational payments than now Mercantile 
theory held, therefore that gold flows could best be directed by 
controlling merchandise balances 
The mercantile writers were not particularly concerned about 
standards of living among the underprivileged masses Their 
concern was to build and extend a far flung system of world 
commerce and to make provisioa for its protection against the 
depredations of competmg and antagonistic national groups 
Mercantile philosophies were expounded by mteraational traders 
and statesmen whose interests were alhed with those of reigmng 
royal families It so happened, dunng the mercantile penod 
that the secunt} ot a iaag’s positioa nas more dependent upon 
the good will and support of powerful merchant groups than upon 
the support of the unorgamzed masses of common people Fur 
thermore, mterests of the landlord class and those of traders were 
not m sharp conflict so long as a system of protection was retained 
thus to insure intensive use of the land and maintenance of high 
rentals From the point of view of the best jomt mterests cf 
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merchants, kings and a landed aristocracy, mercantilism was 
sound policy. The evaluation of mercantilism from the point 
of view of the best interests of an inarticulate and impotent 
proletariat is quite another matter. In evaluating the early 
stages of mercantilism it is well clearly to define the point of 
view from which an evaluation is made. It is well also to remem- 
ber that trade in many of the Western countries before the eight- 
eenth century was, so to speak, an infant industry and that 
power manufacturing had not yet emerged to revolutionize age- 
old methods of acquiring wealth. Finally, it is well to remember 
that during the mercantile period in western Europe the military 
leader who could command large quantities of the precious metals 
was the leader who could hire soldiers, fight wars and retain or 
acquire control of political affairs. 

THE SECOND PERIOD 

During the eighteenth century the center of interest shifted 
from favorable trade balances for the purpose of augmenting 
bullion stocks to protection of home manufactures against foreign 
competition in the domestic market. This stage in the evolution 
of European nationalism is ordinarily included as a phase of 
mercantilism; it might equally well be considered separately. 
Protection in the second stage of the mercantile period served 
as a shield to prevent the decay of particular vested interests 
that had ceased to further purposes either of national solidarity 
or of national growth. Wool, silk and linen manufacturers were 
among the more important of the vested interests in question. 
Prior to the eighteenth century there was little or no cotton 
manufacturing in western Europe in spite of the fact that for 
centuries India and China had spun and woven cotton. Fine 
calicoes, muslins and other cotton fabrics were imported from 
the Orient by Europeans during the first part of the seventeenth 
centuiy and even earlier for consumption by well-to-do families, 
but it was not imtil the latter part of the seventeenth century 
that cottons began to move from east to west for mass consump- 
tion by the middle and lower classes of Europe. This shift in 
demand from wool fabrics to cotton fabrics during the latter 
part of the seventeenth century and the early part of the eight- 
eenth, with consequent unemployment and loss of profits in 
wool spinning and weaving industries in England and Continental 
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countnes marks the rise of a type*bf protectionism fashioned to 
shield the European wool spinnmg and weavmg mdustnes from 
the competition of Onental cotton goods 

The agitation of wool spinners and wea% ers and of silk manu- 
facturers m England against cotton goods imports and against 
the domestic eaving and prmtmg of cotton goods was so success- 
ful that m 1720 Parliament prohibited bj statute not only the 
importation of cotton wares but also the manufacture and con 
sumption of certam cotton goods in England At about the 
same time France also imposed more strmgent prohibitions upon 
home production and domestic consumption of cotton goods 
Both m England and on the Contment the anticotton laws are 
clear-cut illustrations of class legislation for the protection of 
powerful vested mterests and the stiflmg of new mdustnes 
However, m spite of prohibitive l^islation, the cotton spinning 
and weavmg mdustnes took hold in the West, particularly m 
England In the scienteen thirties the flywheel shuttle for 
weavmg was m\ented and withm three-quarters of a century 
after the prohibitory legislation of 1720 Hargreaves, Arkwnght, 
Crompton and others bad contnbuted mventions by which 
cotton spinning and weaMng were improved and cheapened to a 
degree that foreshadowed the nse of the world's lowest cost 
cotton textile industry m Manchester and emirons In 1774 
the manufacture and use of cotton goods spun and woven m the 
kmgdom were legalized but the import duty on cotton goods 
contmued m eSect for another half century or more 

SUMMARY 

By way of summary , the mercantile period may be divided 
into two stages first, the penod pnor to about 1700, when favor 
able merchandise trade balances and accumulation of bullion 
were among the dominant objectives, second, the period after 
about 1700, begmmng ^uth legislation for the protection of the 
wool spinnmg and weavmg mdustiy and endmg with British 
free trade about the middle of the mneteenth century The 
mneteenth century brought power machmery mto widespread 
use and thus saw the release of a new set of economic forces 

What conclusions useful m clarifying confused issues of twen- 
tieth centurj mtemational trade pohej maj be drawn from 
expenence records of the mercantile penod? One conspicuous 
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conclusion is that national political considerations and national 
economic considerations are so interrelated as to defy separate 
evaluation. The mercantile emphasis placed upon gold and 
silver as measures of wealth are, for example, absurd from a purely 
economic point of view in a modem country with national polit- 
ical solidarity, national security and a fimctioning credit econ- 
omy, Mercantile countries had none of these things and for 
that reason precious metals assumed a significance out of propor- 
tion to their purely economic value, 

■ Another conclusion that may be drawn from mercantile experi- 
ence is that a striving for favorable trade balances as a means of 
accumulating national wealth imder any and all circumstances 
is an erroneous conception. This conclusion is suggested by the 
fact that government regulations to maintain favorable trade 
balances gave way^ in the face of production advantages of 
territorial division of labor. Favorable trade balances were 
sought during the early stages of the mercantile period vdth more 
or less definite objectives in mind, viz., acquisition of precious 
metals, naval construction and national defense. Remove the 
need of protection to promote these ends and mercantile trade- 
balance theory has no foundation upon which to rest. 

Finally, mercantile experience illustrates the fact that com- 
mercial restrictions imposed primarily for the purpose of protect- 
ing old industries and excluding nev/ ones are doomed to ultimate 
failure. Trade restrictions maintained primarily for the protec- 
tion of minority industrial interests marked the beginning of the 
end of mercantilism’s usefulness as a constructive national polic3^ 

* In Great Britain and France; see Chap. IX. 
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ADAM SMITH 

By Adam Smith’s* tune (1723-1790) the transition from local 
to national political umts had been completed in Great Bntain 
and a number of the countnes on the Continent * Religious 
leaders had become less influential in pohtical and economic 
affairs Military leaders and pohtical leaders had pooled their 
forces for greater collective influence, and a nsmg commerce 
capable of supplying finances had contributed a third type of 
membership to the r ulin g group Mercantile regulations of 
commerce had served their nationahzing functions and were 
becoming mere impediments to continued progress Further- 
more, the interests of certain domestic manufaetunsg groups and 
landlord groups, on the one band, and those of certam powerful 
foreign trading groups, on the other band, had come to a parting 
of the ways One era of political-economic de% elopment in Great 
Bntam bad come to an end, another was on the threshold Adam 
Smith was a cntic of regulated mcfficiencj , he was an eighteenth 
century courier of nmeteenth century lotsses /oire He had no 
eighteenth century counterpart upon the contment of Europe or 
elsewhere because, possibly, Great Bntam was the first country 
to outgrow mercantile practices Smith’s teachings were not 
concerned pnmanly with mtemational trade, they were con 
cemed with economic efficiency m all departments of national 
life By undenmmng the logic of on outworn system of trade 
restnctions and by glonfying the economies of unfettered com 
merce and division of labor he laid the foundation for classical 
free-trade doctnnes applying alike to domestic and to foreign 
commerce 

Smith was a student of a transition period in national policy 
The reahstic analyst of American economic conditions of the 

‘Smiths famous volume An Inquiry tnto the Naiure and Cause* oj U>e 
WeaUh of Nations was published m 1776 

' Uuification of Germany i>as not accomplished until 1871 
68 



ADAM SMITH 


69 


present time likewise is student of a transition period. Smith 
was primarily a humanitarian; his concern was to increase the 
nation’s wealth in order that all the people might be more abun- 
dantly supplied with goods. Take as an example of his humani- 
tarian philosophy the following passage; 

Consumption is the sole end and purpose of all production; and the 
interest of the producer ought to be attended to only so far as it may be 
necessary for promoting that of the consumer. The maxim is so per- 
fectly self-evident that it would be absurd to attempt to prove it. But 
in the [existing] sj'stem the interest of the consumer is almost constantly 
sacrificed to that of the producer.^ 

The ultimate goal of greater weU-being for the masses is as domi- 
nant in the minds of American economists today as it was in the 
philosophy of Adam Smith more than a century ago. The goal 
toward which the philosophy of the Wealth of ATafeons was directed 
and the commercial policy recommended for the attainment of the 
goal are our chief interests in the book. The commercial policy 
which it recommended became an essential part of classical free 
trade. 

The theory imderlying the British free-trade policy had three 
essential parts, as follow: 

1. Unfettered international commerce to augment gains from 
territorial division of labor. 

2. Comparative costs which account for and justify inter- 
national trade. 

3. Price-specie mechanisms for the regulation of international 
prices. 

Smith developed the conception of gains from personal and 
territorial division of labor, thus establishing part one of the 
classical free-trade theory and contributing to the formulation of 
part two. Starting, in Book I, with the idea that the labor of a 
nation supplies all its conveniences and luxuries, Smith set him- 
self to find ways and means of increasing labor’s effectiveness. 
One way he found was to enlarge the scope of the market by 
removing trade restrictions, thus making possible greater 
degrees of specialization of labor. The following quotation is 
self-explanatory ; 

^ Smith, Adam, An Inquiry into the Nature and the Causes of the Wealth of 
Nations (1776), Vol. II, Bk. IV, Chap. VIII. Quoted by penn^ion of 
E. P. Dutton & Co., Inc., New York, publishers of Everyman’s Edition. 
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The greatest inipro%emeDt m the productive powers of labour 
seem to have been the effects of the dj««ion of labour Tale an 
example from a ^erj tnfimg manufacture the trade of the 
pm maker, a workman not educated to this bu«mes3 (which the division 
of labour has rendered a distmet trade) nor acquamted with the use of 
the machmeij employed m it (to the m^ention of which the ■»ame din 
Eion of labour has probably given occasion) could scarce perhaps with 
his utmost industry, make one pm in a day and certaidy could not 
make twenty But m the waj m which this business is now earned on, 
not only the whole work is a peculiar trade, but it is dmded mto a 
number of branches of which the greate’’ part are hkewise peculiar 
trades One man draws out the wire, another straightens it a third 
cuts it, a fourth pomts it, a fifth grinds it at the top for receiving the 
head to make the head requires two or three distmct operations, to 
put it on is a peculiar busmess to whiten the pm is another, it is even a 
trade by itself to put them mto the paper • 

Ten men working m a factor}, according to this illustration, 
could make upwards of 48,000 pins m a day 

If they had all wrought separate!} and independently and without any 
of them having been educated to this peculiar busmess the} certainly 
could not each of them have made twent} , perhaps not one pm m a 
day, that is certamly not the two hundred and fortieth part of 
what the} are at present capable of performing m consequence of a 
proper dinsion and combination of their different operations * 

> /W , t ol I Bk II Chap I 

•Ibtd 

Note It is well to note at this pomt that the Illustrated gam from 
personal division of labor was not pnmanly a result of the employment of 
steam power Steam engines may have been employed m pumpmg wafer 
out of the mines from which coal came for smelting the iron that went into 
the pms Water power was used to some extent for the motivation of 
factory machinery during Adam Smith s lime It was not however until 
after 1781 when Watt took out his patent for rotarv motion that steam 
engines ceased to be used only for pumpmg water and became a source of 
motive power for the runnmg of factory machines This fact has peculiar 
Kgnificance because extension of power machinery during the nineteenth 
and twentieth centunes has created conditions m Great Bntain, Umted 
States and el«ewberc that are tendmg to shift the major economic emphasw 
from problems of mcreasmg productn c capabilities of particular workers to 
those of stabilizing production m such n manner that all who wish may 
work This shift in emphasis will be found to have an important bearing 
upon modifications of early commercial theory to fit present-day economic 
conditions 
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The productmty of groups of workers could be increased 
by specialization and cooperation, pro'^dded the extent of the 
market made such specialization feasible: 

... it is the power of exchanging that gives occasion to the division 
of labour . . . the extent of this division must always be limited . . . 
by the extent of the market. When the market is very small, no person 
can have any encouragement to dedicate himself entirelj’’ to one employ- 
ment. ... It is impossible there should be such a trade as even that of 
a nailer in the remote and inland parts of the Highlands of Scotland. 
Such a workman at the rate of a thousand nails a day, and three hundred 
working daj'^s in the year will make three hundred thousand nails in 
the year. But in such a situation it would be impossible to dispose 
of one thousand, that is, one day’s work in the year.' 

From these conceptions of specialization and wide markets, 
opposition to trade restrictions, which tended to limit the extent 
of markets for products of highly specialized labor, followed 
naturally. Among the types of trade restrictions, common in 
eighteenth century Great Britain, which Smith believed to be 
detrimental to the best interests of the nation were the following:® 

1. Eestrictions laid upon the exportation of gold and silver. 
Such restrictions were opposed because they tended to reduce the 
volume of international trade and thus to limit the extent of 
markets for the products of highly specialized labor. 

2. Restraints upon the importation of foreign goods. Such 
restraints were enforced either by high import duties or by 
absolute prohibitions. They were believed to be detrimental 
because they discouraged maximization of specialization in 
low-cost export industries by limiting the market for export 
goods. 

3. Artificial means of encouraging exports. Such device 
were opposed on the grormds that exports which had to be 
subsidized were products of industries in which labor was rela- 
tively inefficient. 

This list of trade restrictions, opposed by Smith, indicates 
that his theory of wide markets was not to be confined within the 
boundaries of a single nation. Arguments for specialization 

' IMd., Chap. IL 
Bk. IV. 
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that apphed to groups of persons m a nation apphed in his 
reasoning equally well to groups of persons m different nations 

If a foreign country can supply us with a commodity cheaper than 
we ourselves can make it, better buy it of them with some part of the 
produce of our own industry emi^oyed m a way m which we have some 
advantage The natural advantages which one country has over 
another m producing particular commodities are sometimes so great 
that it IS acknowledged hy all the world to be in ^ am to stni^e with 
them * 

With arguments such as these Adam Smith prepared the way 
for Ricardo’s doctrmes and for removal of the com laws* m the 
nmeteenth century Arguments for specialization and free trade 
which were convmcmg m the eighteenth century, before general 
application of steam motivated steel machinery, become even 
more contuncmg in the nineteenth century when Great Bntain 
achieved the position of leading industrial cation with manu 
factunng costs so low as to enable her to undersell competitors 
in the world’s markets for a great variety of manufactured goods 
Fobcies recommended by Adam Smith seem to have gamed 
widespread and favorable recognition not so much because the 
policies were new as because they were in conformity with 
dominant mdustnal changes that were in progress at the time 

»7W, Chap ir 

* Impart tariffs and export bounties on gram 
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NATIONAL COMMERCIAL POLICIES OP THE 
NINETEENTH CENTURY 

INTRODUCTORY 

The nineteenth century is set apart from all that goes before 
by a revolutionary transition from dependence upon human 
energy for industrial work to industrial utilization of coal- 
generated energy, petroleum-generated energy and hydroelectric 
power. To Adam Smith's “two systems of political economy 
with regard to enriching the people,”^ the one, a system of 
agriculture, the other that of commerce, was added a third: that 
of manufacture with power machinery. Since about 1800 
productivity and the size of populations in Western countries 
have increased rapidly; capital has accumulated faster than 
ever before; markets for bulky goods have been greatly extended 
and manufactures turned out ere masse to sell at prices progres- 
sively lower in relation to wages. 

During the nineteenth century the international commercial 
policies of Great Britain, France, United States, Germany and 
other nations were adapted to the new industrial conditions. 
Policies of nations first to establish steam-motivated manu- 
facturing systems veered off toward international free trade; 
in nations slower to make use of the new techniques protective 
policies were established as shields against the low-cost com- 
petition of mass-production manufactures from neighboring 
countries. Economic forces which power machinery set in 
motion about a century and a half ago have been active in the 
molding and shaping of commercial policies ever since. 

^ Smith, An Inquiry into the Nature and Causes of the W ealth of N ations, 
Vol. I, Bk. I, Chap. I. 
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EMPLOYMENT OF POWER MACHINERY 

In the nineteenth century power machinery came into general 
use in Great Britain, France, United States, Germany and various 
other Western nations. The emplojunent of steam engines 
quickened the transition from hand-tool manufacturing to 
machinery manufacturing. Nations making fullest use of 
machines soon became the low-cost producers of manufactured 
goods. 

A tool is an implement for direct action — cutting, striking, 
rubbing, etc. A machine is a train of apparatus so connected 
that if one piece be made to move, all the apparatus must move 
in predetermined fashion.' VTien nonhuman energy’- was set to 
the motivation of machines in factories tended by wage-earning 
workers, each directing some specialized operation, a system 
of production was achieved quite different from and much more 
effective than any system of production that had gone before. 
A striving on the part of many nations for industrialization, 
vuth aU the advantages accompanying power-machinerj’- produc- 
tion, was one of the mo.st characteristic features of Western 
civilization during the nineteenth century. One country after 
another — Great Britain, United States, France and Germany 
built steam railroads, constructed factories and replaced sailing 
vessels with steamships. 

EXPANSION OF PRODUCTION AND TRADE 

Statistics of per capita production of pig iron and per capita 
imports of grains and textile fibers are suggestive of the increase 
in heavy work, such as mining, handling and fabricating, which 
employment of the energy of expanding steam and allied technical 
developments made possible. British data are used for purposes 
of illustration for the reason that the British were among the first 
to make general use of power machinery. The table that follows 
shows per capita production of pig iron and per capita imports 
of grains and textile fibers for the United Kingdom by decades 

75 
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TiBix 2 — Umted KcjGDoa Per Capr& Peootictios or Pio Ieoh iso 
Pee CAPrrA Iupoets or Or.uns and Trxmx Pibebs, bt Decades, 
1820 TO 1890 IvcLuaiTE* 


1 

Year 

Pig-iron produc- 1 
tion, pounds 
per capita 

Gnus* imports, ' 

pounds 
per capita 

Textde-fibet* 
imports, pounds 
per cspita 

1820 

39 

31 

8 

1830 

62 

48 

12 

1S40 

117 

67 

24 

ISaO 

184 

129 

27 

1860 

296 

202 

53 

1870 

424 

228 

51 

1880 

498 

344 

60 

1890 

469 

373 

64 


' Sonci DeriTrd Irora population «*port and itaport dai* p«n In WllUnm P»fe 
Co«><n«*e« and /ndwtrv Tahiti a/ StoMut fat Bnriik fnpir* ft»m ISIS Arthibild 
CoQ«tabI« S: Cerapaaj' Ltd L«9Qd«n 1919 pp HO ISO 

• T7h«tt bul«j> and oits. 

' Rav ootton aad raw wool 

from 1820 to 1890 mclusi\e Pig iron production per capita in 
tne United Kingdom nas about tnehe times as great m 1890 
aa it had been m 1820, per capita imports of grams were at least 
twehe times as great in 1890 as they had been in 1820 and per 
capita imports of textile fibers ixere about eight times as great 
These data are not presented as an accurate measure of the 
increase in per capita productivity in the United IQngdom 
during the nineteenth century Some industnes, agricultural 
production for example, did not keep pace with muung, manu- 
facture and trade However, few persons will question the fact 
that commerce and the aggregate phjsical xolume of production 
mcrca«cd dunng this period more rapid/j than the population 
In 1820 Great Bntain's population numbered approximately 
21 million, in 1890 it was about 38 million In the same time, 
pig-iTon production increased more than twentytold and shipping 
as measured by vessels with cargoes and in ballast entered and 
cleared at British ports increased about fivefold ’ 

The increase in quantities of heavy, bulky matenals nhich 
could be produced, handled and fabneated would not hav e been 

* Page, Wiluavi, Commerce and Induslry, Tablet of SUUultct for the 
Brrlteh Emptre from 1815, ArchibAld Coostable & Comp&ny, Ltd , London, 
1019, pp 162-163 
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possible without enlarged use of mechanical power. In the early 
centuries the world depended upon manpow’er for the canning 
of burdens and the performance of heavy tasks. Drudgery 
of human slaves was a symbol of ancient ci-idlizations. The 
pyramids are monuments to this epoch of man’s progress. 
Prior to about the beginning of the nineteenth century human 
brawn was the biggest factor in tilling the soil, mining ores, 
transporting commodities and fabricating raw materials. The 
work done by oxen, horses, windmills and water wheels was of 
little consequence as compared with the energies brought under 
human control through the medium of steam engines. Had it 
not been for the steam engine the day of small things and the 
period of localized industries would be still with us. 

, THE SPREAD OF POWER-MACmNERY ECONOMY 

Nineteenth century political and industrial leaders strove to 
devise policies which would enable their respective nations to 
share generously in the production and trading economies that 
power machinery made possible. Rates of industrial dev^elop- 
ment in various countries were different because political and 
economic conditions were dissimilar. Coal, iron, scientific 
knowledge and capital were essential ingredients of the new 
system of industrial production. Scientific knowledge and 
capital were lacking in some nations; coal and iron were not 
equally accessible in all. Netherlands and Italy had neither coal 
nor iron resources. Spain was deficient in coal. In Germany 
and the United States canals or railroads hundreds of miles long 
had to be constructed before rich mines of coal and iron could 
be brought into use. Germany was decentralized politically at 
the beginning of the nineteenth century. The oligarchic system 
in Russia was too firmly established to permit quick transition 
from feudalism to a degree of individual freedom comparable 
with that which promoted rapid industrial development in 
neighboring states. The two nations which by 1840 had achieved 
the highest degrees of industrial development were England and 
France. Aside from Belgium, which is too small to be rated 
among the five or six leading powders of the world, the three 
Western countries next to achieve the advantages of industriali- 
zation were United States, Germany and Russia. 
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Statistics for pig-iron production in the United Kingdom, 
France, the United States and Germany indicate roughlj^ the 
periods of most rapid iadustrialization in these countries (Fig. 1). 
Russia is not included in the group because of her late start and a 
lack of comparability of Russian statistics during the period. 

In 1800 Great Britain was well ahead of all competitors in 
the process of industrialization as indicated b 3 '- pig-iron output. 
Expansion of the iron industry continued at a rapid rate in Great 
Britain until about 1880. In 1840 industrialization in France 
(as indicated by pig-iron production) was well ahead of that in 
Germany. Bj”- 1870 Germany had caught up with France and 
was beginning to forge ahead. German industrial expansion 
(as indicated bj*^ pig-iron output) increased at a phenomenal rate 
after 1870. Shortly after 1900 Germany’s output of iron 
exceeded that of Great Britain for the first time. In 1840 iron 
output in the United States was somewhat less than that of 
France and only about one-fourth that of Great Britain. During 
the last half of the nineteenth century industry (as indicated by 
pig-iron output) expanded more rapidly in the United States 
than in any other country. 

Along 'tt'ith industrialization in Great Britain, France, United 
States, Germany and Russia went fundamental changes in the 
political and social systems of these nations. In Great Britain 
a landed aristocracy slowly gave way^ to a rising generation of 
industrialists. In France serfdom was abolished by the revolu- 
tion in 1789. The United States declared her independence in 
1776 and won it in 1783. In Germany serfdom gave way rapidly 
between 1800 and 1850, and in Russia after 1860. Political 
transitions in the Western world started before the Industrial 
Revolution and continued with it. In Great Britain and in 
France a drift toward economic freedom carried through to 
include policies of international free trade. Great Britain 
maintained a policy of international free trade for more than 
half a century; France maintained a policy approximating free 

Fig. 1. — Pbodtjction in' Geeat Bbit.un', Fhan'ce, Germant and 
THE United States, bt Decades, 1790 to 1910 

SouBCES: 1790 to 1890. Mtilljall, Michael G., The Diclionaryo/Slolijitcs, George Houtledge 
and Sons. Ltd., London, 1892, p. 332. France and Germany, 1900 and 1910, The Statesman’ e 
Yearhooks, 1903, pp. 590, 667; 1913, pp. 802. 878. Great Britain. 1900 and 1910, Page, 
V'llliam, Commerce and Industry, Tables of Statistics of the British Empire from 1815, 
Archibald Constable & Company. Ltd,, London, 1919, p. 200. United States, 1900 and 
1910, Statistical Abstract of the United States, 1930, p. 755. 
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trade for a shorter penod The United Statesand Germany devel- 
oped domestic gj’stems of comparative economic freedom dunog 
the penod of their transition from agncultural to manufacturing 
states but neither of these nations opened its markets to the free 
competition of low-cost Bntish manufactures Industnahration 
in Russia and formulation of an international tradmg policy for 
Russia dunng her process of industnalization is now m progres 
Circumstances m the nineteenth century were more fai orable 
to a policy of international free trade m Great Bntam than m 
France, the Umted States or Germany In the first place, being 
the initial country to make widespread use of power machinery, 
Great Bntam was the low-cost country m the production of steel 
and textile manufactures In the second place, Great Bntam 
bad an abundance of coal and iron for manufactunng, whereas 
her agncultural land was relatnely scarce In the third place. 
Great Bntam had been a trading nation for several hundred 
years pnor to the begmmng of the mnetecnth century She 
possessed a large merchant marine, a banking system suited to 
mtemational tradmg, and a personnel skilled m international 
diplomacy and international commerce Adam Smith had 
pomted the waj toward Bntisb free trade m 1776, Baind Ricardo 
del eloped and expounded the theory from the point of new of an 
international banker in the earlj eighteen hundreds, and in the 
eighteen forties John Stuart Mill eleiated the theory of inter- 
national free trade to a position among the literary classics of 
England The fact that these three men, Smith, Ricardo and 
Mill, were proclaimed to be economic seers is sufficient evidence 
that the pohcies which they advocated were in harmony with the 
interests of politically and economically dominant groups 

In France J B Say was the oulstan^g exponent of free trade 
Say was nine jears old when Adam Smith's Wealth of Xaiions 
was published m 1776 He mterpreted and extended Smith's doc- 
trines for Continental readers m his XrC tmli d’icorumxe -pohlique 
published m 1803 and later translated mto several languages 
In the United States and Germany ^-sterns of domestic 
economy followed paths marked out by Smith and Say but 
mtemational pohc> took a different course from that charted 
by Ricardo and hlill Early exponents of the American and 
German sj’stem of protection were Alexander Hamilton and 
Fnednch List 
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FREE TRADE 

From France and England emanated ideas of freedom during 
the nineteenth century — ^personal liberty, freedom to choose 
one’s occupation, freedom to buy and sell and international 
commercial freedom. It appeared for a time as if these ideas 
would gain acceptance throughout the whole civilized world. 
One of the most vigorous exponents of commercial freedom in 
France was J. B. Say.^ 

SAY 

Say reiterated the principles of division of labor expoimded by 
Adam Smith in the Wealth of Nations (1776), and expounded his 
own famous law to the effect that production creates demand. 

“Division of labour cheapens products by raisiog a greater 
quantity at the same or less charge of production . . . (and) the 
mere circumstance of the creation of one product immediately 
opens a vent for other products.”^ 

Upon such basic and simple assumptions Say built a structure 
of logic which led inevitably to the conclusion that that nation 
was most prosperous whose commerce was free and unfettered. 
With fine command of rhetoric Say outlined the path of free 
trade and its advantages so clearly, he thought, that “way- 
faring men, though fools, could not err therein.” However, 
notwithstanding the eloquence of Say and the homely illustra- 
tions employed by him to assist the ordinary man to an under- 
standing of economic laws, deaf ears were turned to the lo^c of 
international free trade for France imtil about the middle of the 
nineteenth century. 

After the political revolution of 1789 France abolished internal 
trade barriers but raised her tariffs against external trade. Then 
followed the English blockade during the Napoleonic Wars 

* Sat, J. B., Le train d’tconomie 'politique, Paris, 1803. 

» Sat, j. B., A Treatise on Political Economy, J. B. Lippincott Company, 
Philadelphia, 3d Amer. ed., 1827, pp. 35^. 
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and the Continental system of protection, and finally a senes o( 
protective tariffs in 1816 1820, 1822, 1826 and 1841 Not until 
1853 when Napoleon III introduced a number of minor relaaa 
tions in the tariff bj reducing duties on «uch raw matenals as 
wool cotton, fats and oils, dyewood« coal and iron, was the 
protectionist trend reversed By this time France had mtro- 
duced the 'team engine and the factory system and had built 
railroads i The French people never did accept free-trade 
doctrines to the extent that they were accepted by the Fngli. h, 
and France never adopted a full fledged free-trade pobey 
She made a good start toward free trade during the eighteen 
fifties and eighteen sixties but the sj'stem did not persist as m 
Great Bntam, possihlj because France was more of an agn 
cultural nation than Great Britain possibly because she was 
less well suppbed vnth coal and iron than Great Bntam, possibly 
becau'o of her loss of Alsace-Ixurame to Germany as a result 
of the War of 1870, possibly because Great Bntam forged ahead 
mdustnally while France was engaged m Contmental wars 
For these or other reasons less obvious France rev erted definitely 
to a protectionist policy with the passage of the illlme Tanff 
act of 1892 She has been s protectionist nation ever smee 
We must turn to Great Bntam to find the best illustration 
of free trade, m fact the only modem illustration of a free-trade 
pohej m action for a long penod of tune As one examines 
Bntish free-trade policy of the mneteenth century m relation to 
Great Bntam’s mdustnal 'upremaej durmg this penod he may 
be impressed with the idea that Bntisb statesmen and economists 
were v erj canny in expounding a body of logic that made a com 
mercial system suited to Bntam’s particular circumstances 
appear to be blessed with a righteous regard for the best interests 
of foreigners Lest such a pomt of view be overemphasixed, it 
may be weD to sound a warning at this pomt For two decades 
after the middle of the mneteenth century the whole contment 
of Europe was swept by a movement toward mfemafionaf 
* In 1815 there were 15 establishments using steam engines m EVance m 
1830 62o in 1847 4 8o3 Pig mm producUon in 1827 amounted to 220 000 
tons by 1847 it had increased to S90 000 tons andby 1867 to l,260 000totis. 
In the latter year France had more than 6 000 mflea of steam railways. 

SoTTECE Knowles, L. C. A EeonoTmc DmlopmeTU in Ute Ltnekettih 
Century George Koutlc^ge and Sons Ltd. London 1932 pp 136 139 14^ 
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commercial freedom. Belgium, Italy, Germany, Austria-Hun- 
gary, Netherlands and Spain joined isith France and Great 
Britain in concluding treaties which substantially lowered 
prevailing rates of duty on every front. 

THE RICARHO-MILL STREAM OF THOUGHT 

The Ricardo-Mill doctrines and British free-trade policy 
of the nineteenth century appear to have been a logical out- 
growth of Great Britain’s real and potential industrial supremacy. 
She had a long start in the application of power machinery. 
Even after 1825, when restrictions against the exportation of 
British machines were relaxed, Great Britain’s advantage in 
manufacturing continued for a number of reasons. In the first 
place, foreigners could not work the imported machines success- 
fully until they had trained large numbers of mechanics and 
engineers. In the second place, nineteenth century Great Britain 
had inherited banking facilities and a network of trade connec- 
tions abroad suited to a large export-import trade. In the third 
place, Britain’s great industrial rival, France, was hampered by 
inadequate supplies of workable coal. Not onlj’- was coal 
abundant in England but it was the right kind for iron smelting 
and it was accessible. Cheap coal, good coke, iron ore that was 
easy to work and large numbers of skilled artisans enabled Great 
Britain to make machines, engines, locomotives and steamships 
at relatively low costs. ^ In the fourth place, Great Britain 
had accumulated capital from her overseas trading ventures 
and had wasted less of her resources in costly wars than was 

^ Britisli exports of machinery and mfllwork increased from £209,000 in 
1830 to £593,000 in 1840; £1,042,000 in 1850; and £3,838,000 in 1860. In 
1800, a quarter of a century after Watt improved the steam engine and 
18 years ^ter he patented rotary motion, there were 63 steam engines in the 
3 principal manufacturing centers of England, viz., Birmingham, Leeds and 
Manchester. In all England there were 289 steam engines in operation in 
1800, of -which 84 were in cotton mills. By 1835 England had some 1,600 
steam engines and Scotland about 225. In 1830 there were 625 establish- 
ments in France -which used steam. Pig-iron production in Great Britain 
in 1827 amounted to 691,000 tons; in France about 220,000 tons. 

Souhces;I!lNO-wi.es, op. ctY.jpp. 136, 139;Kno'wi.es,L. G. A., The Industrial 
and Commercial Revolution in Great Britain during the Nineteenth Century, 
G. Routledge and Sons, Ltd., London, 1922, pp. 73, 141; and Page, Wh-liam, 
Commerce and Industry, Tables of Statistics for the British Empire from 1815, 
Archibald Constable and Co., London, 1919, p. 137. 
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the case m France Netherlands had capital but she lacked coal, 
iron and mechanics While the United Kmgdom vras developing 
manufacturing and world trade dunng the mneteenth century, 
the leading Continental countnes, with the exception of France, 
were still engaged in the establishment of national umty Ger- 
many and Russia did not throw off their medieval feu^I shells 
until the runeteenth century was well under way In addition 
to being slow in the process of national political unification, 
Italy and Sweden had httle coal Spam also was inadequately 
supphed with coal Belgium was too small to be a senous 
Bntish rival for industrial and commercial supremacy The 
Umted States of America developed mechanical contrivances 
almost as rapidly as Great Britain but the Umted States was a 
large, sparsely populated, loosely umted nation More than half 
a century of internal development lay between her early nine- 
teenth century status and the time when she made a vigorous bid 
for world trade m manufactured goods Dunng a large part of 
the mneteenth century, then, Great Bntain had no senous nvals 
in the development of world trade m manufactures Fu^tbe^ 
more, she needed the goods that less industnahzed countnes 
had to exchange for manufactures, vtz , foodstuffs and fabncating 
matenals such as cotton Low-wage common labor, a nucleus 
of trained mechanics, an abundance of coal and iron, expeneaced 
bankers and traders, capital reserves, need of foodstuffs, a strong 
centralized national government and a laissez-faire sentiment 
already crystallized and popularized by Adam Smith, were the 
basic elements from which Ricardo fashioned his doctnne of 
international free trade 

David Ricardo (1772-J823) was the third son of a Dutch Jew 
who had emigrated from Netherlands to England and acquired 
a fortune in. the British stock market The eon was educated 
m England and Holland for a mercantile career Financed by a 
fnend of his father, he acquired a fortune m his own name 
through stock-exchange operations by the time he was thirty 
years of age Thenceforth his interests were divided between 
business and politics He purchased a country estate, bought 
his way into the House of Commons via the prei aihng system of 
“close borough” politics and soon became known for his political 
sagacity Ricardo's economic philosophj was elaborated m his 
Pnnaples of Political Economy and Taxation, published in 1817 
His economic reasomng was influenced by Smith's Wealth of 
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Nations and by a lifelong friendship -with Malthus, -whose 
Essay on Population^ appeared in 1798. 

Combining Adam Smith’s doctrines concerning di-vision of 
labor and trade -with Malthus’ population theory, relating these 
to the circumstances of Great Britain’s for-wardness in manu- 
facture and her overcro-wded agriculture and mixing the -whole 
-with a generous portion of the profit-making proclirities of a 
brilliant Jew, Ricardo developed a very con-vincing chain of 
logic: 

It has been my endeavor to show throughout this work that the rate 
of profits can never be increased but by a fall in wages and that there 
can be no permanent fall of wages but in consequence of a fall of the 
necessaries on which wages are e.xpended. If therefore, by the extension 
of foreign trade . . . the food and necessaries of the laborer can be 
brought to market at a reduced price, profits -will rise.- 

Lower tariffs to reduce food prices, to lower fi-ving costs, to 
make possible wage reductions, to lower manufacturing costs, 
to increase manufacturing and trading profits was the sequence 
of the argument. It assumed that wages would ine-vitably sink 
to an existence minimum, that labor and capital -within the 
nation were mobile, and that agricultural workers in Great 
Britain produced less per capita than agricultural workers in 
other countries because of Great Britain’s dense population and 
diminishing returns in agriculture.® 

At the center of the Ricardian theory of international trade 
is the so-called principle of comparative costs. The compara- 
tive-costs idea has not ceased to be a practical issue since its 
enunciation by Ricardo in the early eighteen hundreds. By way 
of illustration we may take the folio-wing quotation from a cur- 
rent periodical,^ the central idea of which harks back to the 
Ricardian theory of international trade. 

‘ Mai/thus, Thomas Robbbt, Essay on the Principle of Population as 
It Affects the Future Improvement of Society, London, 1798. 

’Ricardo, Da-vid, The Principles of Political Economy and Taxation, 
John Murray, Ltd., London, 1817, Chap. VII. Quoted by permission of 
E. P. Dutton & Co., Inc., New York, publishers of Everj-man’s Edition. 

’ “It must be evident to those who have the slightest acquaintance with 
agricultural subjects, that in proportion as cultivation is extended, the 
additions that could yearly be made to the former average produce must be 
gradually and regularly diminished.” Malthus, op. cit., 5th ed., pp. 9—10. 

* Literary Digest, June 23, 1934, now The Digest, New York. Quoted by 
permission. 
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Economically the arguments m favor of a transition from a protected, 
re^nctcd and inefficient industrialism to one based upon the mdest 
exchange of efficiently produced goods of all countries seem to hare 
greater weight at the present moment Im the XTmt-ed State®] 
Broadly speaking the new pobcy necessarily must entail some indindual 
hardship Certain mdu^tnes in lhi» country may be entirdy eliminated 
but m their place it is bdd of necessity will come expansion m certain 
other industries Each country because of its climate, its topog 
raphy, its natural resources and the character of its labor, or the extent 
of its dome5tic market is hi^y profiaent ui the production of certain 
things and less proficient in the production of others 

Turning again to Ricardo’s Principles of Political Economy 
and Toiofion* we find sunilar pronouncement^ 

It IS important to the happmC'S of mankind that our enjoymeny 

should be increased by the better distnbuUon of labo- breach country 
producing those commodities for which by its situation its cLmate and 
its other natural or artificial advantages it is adapted and by their 
exchanging them for the commodities of other countries 

Ricardo was followed bj John Stuart Mill (1S06-1873), a 
pIiilo«opber and a scholar who had the literary abilities to clothe 
Ricardo’s crude, vigorousstatements witblberaimentsof elaisical 
literature Mill a PnnetpUa of Pohtieal Economy was publnhed 
m 1848 In it Mill reiterated Ricardo’s principle of compara 
tive co«ts, expounded and clanBed the theory of international 
prices mtcoduced by Ricardo and added his own conception of the 
equation of international demand In restating the principle of 
comparative co'ds, ^IiU clearly distinguished two separate condi 
tions of co«d differences equ^ differences and comparative 
differences The illustrations employed by him follow 

lUustraiion I Egxiol Differences 

Dats op Lasob REgvxKfo vo Pbodcce Eqoai. QoAmrnES of Cioth axd 
C osx jx PoLAMi sxo Exgland 



Com 

Cloth 


100 days 

100 da vs 

ligland 

150 days 

; 150 days 


1 RicABDO D , op eiL, Chap Vir. 
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Under these circumstances there is no gain from trade. Sup- 
pose the quantities involved in the assumption to be 50 bushels 
of corn and 200 j’^ards of cloth produced in each countrj’’, when 
there was no trade between them. The aggregates of corn and 
cloth produced are the same when the countries specialize. 


■Without Terbitoriai, Specialization” 


1 

Com 

Cloth 

Poland. . . 
England. . 

100 daj's labor, 
150 days labor. 

50 bu. 
50 bu. 

100 dai's labor, 200 yd. 
150 daj’s labor, 200 yd. 

Total. . . 

100 bu. 

400 yd. 


With Terkitohial Specialization* 


1 

i 

Com j 

Cloth 

Poland , . . 
England . . 

200 days labor, 100 bu. 

300 days labor, 400 yd. 



Total. . . 

100 bu. 

400 yd. 


In this case the comparative costs of the two articles in England 
and in Poland were supposed to be the same, though the absolute 
costs were different. On this supposition, as already stated, 
there would be no gain to either country by confining its labor 
to one of the two products and importing the other. ^ 

Illustration II: Comparative Differences 

Date -op Labor Required to Produce Equal Quantities of Corn* asb 
Cloth in* Polan'd and Englan-d 



Com 

Cloth 

. 


100 days 
200 days 

100 daj”s 


150 days 



Supposing as before the quantities involved in the assumption 
to be 50 bushels of com and 200 yards of cloth, the aggregates 

» Mill, John Stuart, Principles of Political Economy, Longmans, Green 
& Co., New York, 1911, Bk. IH, Chap. XYII. 
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of com and cloth produced are greatest when the countries 
speciahze and trade 


Without TzaanxjEm. Speciauzatiov 



Com 

Cloth 

Poland 

100 days, 50 bu 

100 days, 200 yd. 

England 

200 days, 50 bu 

150 days, 200 jd 

Total 

100 bu 

400 yd 


With Territobial SprciALizATio'f 


Poland 

England 

1 200 dasrs, 100 bu 

350 days, 466Ky(L 

Total 

100 bu. 

456Hyd 


The net gain arising from apeciahzation m this instance is 
663i yards of cloth * 

* A third aspect of comparatire costs that has rceeired more emphasis 
since Mill's time than it was accorded by Mill u a condition where each of the 
trading countries has an absolute advantage m some industry, a condiUon 
commonly Tcferred to in current literature as abtolu^e differeneta tn ccets 
(labor costs) 

Example of Absolute Differences 

Dats or Labor Required to Prodcce Equai. Quantities or Coax ajtd 
Cloth w Poland and England 



Com 

aoth 

Poland 

100 days, 50 bu 

100 days, 200 yd 

England 

150 days, 50 bu 

50 daj's, 200 jd. 

Total 

250 days, 100 bu j 

150 days, 400 yd 


In this case Poland has an absolute advantage in com production (two days 
of labor being required to produce a bushel of com, as compared w^lh three 
days m England) and En^and has an absolute advantage in cloth produc- 
tion (four yards of cloth being produced per dav of labor as compared with 
only two yards per day in Poland) 

With temtonal specialisation of labor the aggr^te production of com 
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Mill was not content to stop with illustrations presumed 
to show that there was a gain from specialization and trade. He 
raised the further question: just how is the gain divided between 
the trading countries; what proportion of the gain goes to each 
country? The ratio of labor costs of production of com and 
cloth in Poland, viz., 1 bushel of com for 4 yards of cloth, is one 
limit to the possible ratio of exchange between the two countries. 
Poland will not pay more for cloth than it costs her to produce 
it. The ratio of labor costs of production of com and cloth in 
England, viz., 1 bushel of com for 5}^ yards of cloth, is the other 
limit to the possible ratio of exchange between the two countries. 
England will not pay more for corn than it costs her to produce 
it. The value of a bushel of com, then, in terms of cloth will be 
somewhere between 5}^ yards and 4 yards. 

If it be asked what country draws to itself the greatest share of the 
advantage of any trade it carries on, the answer is, . . , that the coun- 
tries which carry on their foreign trade on the most advantageous terms 
are those whose commodities are in most demand by foreign countries, 
and which have themselves the least demand for foreign commodities.^ 

This is Mill’s so-called Equation of International Demand. 

Mill concluded his exposition of the principles of international 
trade with an analysis of the so-called "price-specie-flow” 
theory.^ Briefly, this theory holds, first, that the value of 

and cloth in the two countries is increased as follows: 



1 

Com 

Cloth 

Poland 

200 days, 100 bu. 

200 days, 800 yd. 

England 

Total 


200 days, 100 bu. 

1 

200 days, 800 yd.. 



The gain from specialization according to this illustration is 400 yards of 
cloth. Without specialization 400 days’ work in the two countries pro- 
duced 100 bushels of com and 400 yards of cloth. With specialization 400 
days' work in the two countries produced 100 bushels of com and 800 yards 
of cloth. 

* Mill, op. cit., Bk. Ill, Chap. XVII. Quoted by permission of Long- 
mans, Green & Co. 

* Expounded earlier by David Ricardo. See Ricardo’s “BQgh Price of 
B^on a Proof of the Depreciation of Bank Notes, 1810.” 
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money when it consists of the pmcious metals, or of a paper 
currency convertible mto them on demand is entirely governed 
bj the value of the metals themselves,* cecond, that an mcrease 
jn the supply of the precious metals m relation to need for money 
raises prices, encourages imports, discourages exports and causes 
precious metals to floi\ out of the countrj m settlement of an 
unfa\orable trade balance Prices fall m the gold-exporting 
country, nse m the gold importmg country and thus mter 
national price equilibrium is reestablished Subsequent theorists 
attempted to harmomze Mills barter terms of trade analysis 
with a marginal monej cost-of-production theory of value and 
thus make it consistent with the pnce-specie-flow analyus 
but Mill let the theory rest before attempting to carry it that far 

Summary — ^The sahent features of the free-trade theory of 
Ricardo and Mill may be summarised as follows 

1 Production opens a demand for products — Say’s Law 
reiterated by Mill 

2 The ultimate adtantage of foreign commerce consists m 
the imports 

8 Labor costs determine relative advantages and disadvan 
tages of countnes m the production of particular kmds of goods 
Under a free-trade system a country exports goods m the produc- 
tion of which it en;oys the greatest comparatne advantage or 
has the least comparative disadvantage — the pnnciple of com 
parative co~ts 

4 Division of the gams from temtonal speciahsation and 
trade depends upon relative mtensities of demand of the trad 
mg countnes for the vanous kmds of goods traded — Mills 
Equation of International Demand 

5 International trade is essentially barter The fact that 
actual commercial transactions are negotiated with money 
does not alter the underlying pnnciples 

6 Pnees m different gold standard countnes are kept m 
equihbnum by specie movements and the effect of an increase 
or a decrease m specie upon the v alue of money m a country — 
the pnce-specie-flow theory of mtemational pnees 

7 Labor and capital are much more mobile withm a country 
than between countnes — conclusion drawn by both Ricardo 
and IMill 

» See Chap x \»ii of thia vrftune for further and more comprehensive 
treatment of the ‘ pnce-specie-flow' theory of foreign exchanges 
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8. International free trade, by encouraging territorial (ii%'ision 
of labor, increases aggregate production of the trading countries 
and makes for greater harmony of international relations. 

The theory of international free trade as expounded by 
Ricardo and MiU was criticized, refined and modified in min or 
respects before the end of the nineteenth century by Caimes.* 
Marshall” and others. Basically, however, it remained the 
accepted philosophical justification for the British free-trade 
policy.® 

1 Caihnes, John Eliot, Some Leading Principles oj Political Economy, 
Harper & Brothers, New York, 1874. 

2 Maeshall, Alfhed, Principles of Economics, Macmillan and Co., Ltd., 
London, 1890. 

^ See Chaps. XXIII and XXIV of the present volnme for a discussion of 
certain twentieth centuiy modifications of various aspects of the classical 
theory of international trade. 
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FREE TRADE — {Continued) 

Habitual modes of practice that ha\e become anchored in 
legislati^ e statutes change slowlj' Smith, Ricardo, Mill and half 
a century of eroding time were required to sweep away a tariff 
system m Great Britain inherited from the mercantile penod 
The industrial stage as set for free trade early in the mneteenth 
century, the last of the important tariff restrictions in Great 
Britain were re^ oked after the middle of the century 

During the penod from 1815 to 1914 Great Bntam was engaged 
in no major war However, the aftermath of the Napoleomc 
Wars was a contnbutmg cau«c of a decade of deep depression 
at the beginning of the penod Great Bntam's national debt m 
1816 was approximately 878 milhon pounds, the tax burden was 
heavy Several hundred thousand men' bad returned from nar 
to be reabsorbed m industry Thousands of domestic xnanu 
facturers had lost their markets through the cessation of demand 
for army clothing and armaments The currency was inflated * 
In spite of an mcrease in prohibitions upon the importation of 
com, in 1815 agnculture was depressed Large numbers of 
workers in the iron and textile trades could not find employment * 
As IS usually the case in time of extreme business depression many 
remedies were suggested, among the suggested remedies in this 
case was free trade In 1821 a general plan was laid before 

‘The total population of the United Kingdom m 1816 «-as tictween 
19 and 20 million 

* The Bank Restnction Act passed in 1797 and renewed from tune to 
time until 1820 m effect established an loconvertible currenej of bank 
notes — Page Commerce and Indiufry pp 41,42 

• Taking the Birmingham distnct as a fair sample of the iron industry, 
out of a population of 84 000 persons about 27 500 received parish relief 
One-third of the working people were wholly out of cmpIoj*ment and the 
remainder were on part time In the teitile industry workers thrown out of 
emplojment by the introduction of machinery could not Cad work m other 
trades — Page, op ct/,pp 31,32 
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Parliament for revision of the navigation laws. The recom- 
mendations were divided into two parts: part one concerned 
clauses of the Navigation Act which applied to intercourse with 
foreign nations; part two dealt vdth laws relating to colonies, 
coasting trade, fisheries and registry. In 1822 acts which 
prohibited commerce with the Netherlands and the German 
states and which restricted trade with Russia and Turkey were 
repealed. The number of articles of European produce which 
under the old law could be imported only in British ships or in 
ships of the country of origin was reduced and restrictions 
upon imports from Asia, Africa and America were relaxed. 
In 1825 the trade of the British colonies was thrown open to ships 
of all states which had colonies and which granted like privileges 
to British ships. In 1824, 1825, ^ 1826 and 1827 import duties on 
various manufactures and raw materials were revised downward : 
among them, metals, wool, silk and timber. The resistance 
to a lowering of tariffs on manufactures was on the whole less 
than that offered to a lowering of tariffs on home-produced 
agricultural commodities, because, apparently, manufacturers 
were better able than farmers to meet foreign competition. 
The severest part of the struggle for free trade centered about the 
corn laws. 

In the Reform Parliament (1830-1841) liberal legislation 
continued bit by bit; duties on glass, soap, paper and other manu- 
factures were lowered or removed, but the com laws resisted 
assault. However, the fact that Great Britain could not largely 
increase her exports of manufactures without largely increasing 
her imports was obvious. Foodstuff’s were logical imports. 
In the eighteen forties such export industries as hardware, nail 
making, cutlery, textile manufacturing and shoemaking were 
severely depressed. Food costs were excessive, and the agitation 
for repeal of the com laws grew in violence. The break came 
with passage of a bill providing for a sliding scale of duties on com 
in 1842.2 In spite of the protectionist arguments that free trade 

» Under the act of 1825 over 1,100 customs acts then in force were repealed, 
thus sweeping away laws of the customs which had accumulated during the 
course of 550 years. — ^Page, op. oil., p. 54. 

»In the Custom House account of 1840, 190 principal articles were 
enumerated. Over 93 per cent of the duties were collected on 18 of these 
articles, viz., com, sugar, tea, molasses, tobacco, spirits, wine, timber. 
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would be the rum of agnculture, that land would be thrown out of 
cuIti\ation by the competition of com grown in Europe and 
Umted States and that pohtical power would be transferred 
from the agncultural to the industrial class, a proposal for 
further reduction in the com duties lookmg to free trade at the 
expiration of a three-year penod (1849) was passed m 1846 * 
Thus by the middle of the nmeteenth century Great Bntam’s 
foreign commerce was reasonably free from tariff obstructions 
imposed at home 

EFFECTS OF GREAT BRITAIN'S FREE-TRADE POLICY 

Parallelmg and following the swing from a highly protectionist 
pohey m Great Bntam to a Ion tariff pohcy nent five develop- 
ments of particular mterest from the pomt of view of the effects 
of mtemational commercial policy upon industry and trade 
Jomt-stock tradmg and manufacturing companies mcreased m 
number and magmtude Exports of manufactured goods and 
imports of raw materials and foodstuffs increased Agnculture 
decimed in relation to manufacturing Capital exports increased 
For a time Great Bntam’s balance of trade was increasingly 
favorable 

The jomt-stock tradmg company as a type of busmess organiza* 
tion was not new to mneteenth century England, many such 
compames having been engaged m overseas trade dunng the 
seventeenth and eighteenth centunes However, few jomt- 
stock compames were formed for carrying on manufactunng m 
England pnor to about the end of the first quarter of the nine- 
teenth century Hcduction of indirect rates paid on government 
bonds m 1822 and 1824, the downward trend of tariffs beginmng 
about this time, repeal of the law of 1720 requiring jomt-stock 
compames to be incorporated, mcrease m the amount of capital 
needed m manufactunng ventures and vanous other causes 
resulted m a rapid growth of jomt-stock compames and a widen- 
UL^ of the »r field- of activity In 1825 it was estimated that 
at least 300 or 400 such compames were m operation in Great 
Britain * In 1855 a bill was p assed for hmiting liabihties of 
coffee, cotton, wool, butter, tallow, eilk, currants, raisins, seeds and cheese. 
— Page loe cti 

* The duty on com was reduced in 1849 to a nominal figure, m ISCOilvras 
entirely repealed 

* Page, op etl , p 99 
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members of companies under certain conditions. By this time 
Adam Smith’s idea that joint-stock companies, except in business 
and banking, could not be successful without monopoly pri\dleges^ 
had been abandoned. In 1862 the Joint-stock Companies Act 
made registration compulsory where the company consisted of 
20 or more persons. Twenty-four years later, in 1884, there were 
8,692 restored companies in Great Britain with paid-up capi- 
tal of £475,551,000.^ In 1900 the number had increased to 
29,730 registered companies with paid-up capital stock of 
£1,622,641,000.2 

Manufacturing industry in Great Britain increased rapidly 
during and after the period of downward tariff revision. In 1835 
there were 3,156 textile factories in the United Kingdom employ- 
ing an aggregate of 355,000 persons. By 1870 the number of 
textile factories had increased to 6,807 and the number of persons 
employed to 907, 000.^ Pig-iron production increased from 
1,000,000 tons in 1835 to approximately 6,000,000 tons in 1870.^ 
The value of exports of cotton and woolen goods and yarns 
increased from approximately £29,000,000 in 1835 to approxi- 
mately £98,000,000 in 1870.® Between these dates, 1835 and 
1870, the value of iron and steel exports increased from £1,600,000 
to £23,500,000; that of cutlery, hardware, implements and instru- 
ments from £1,800,000 to £4,100,000. Agricultural growth did 
not keep pace with manufacturing. Total acres in the United 
Kingdom in crops between 1866® and 1890 declined from 11,494,- 
000 to 9,574,000. Wheat production between 1884’^ and 1900 
declined from 10,258,000 quarters to 6,790,000 quarters.® Wheat 
imports to the United Kingdom increased from 242,000 quarters 
in 1836 to 8,611,000 quarters in the eighteen seventies. Wool 
imports increased from 64,240,000 poimds in 1836 to 263,250,000 
poimds in 1870.® 

^ Most of the early trading companies, the East India Company for 
example, enjoyed certain monopoly rights. 

2 Page, op. cit., p. 124. 

5 im., p. 229. 

‘ lUd., p. 180. 

® Ibid., p. 133. 

® lUd., p. 184; data for years before 1866 not readily available. 

’’ Ibid., p. 185; data for years before 1884 not readily available. 

^Ibid., p. 216. Wheat prices were 4&s 6d in 1836 and 46s lid in 1870, 
per quarter. 

e Ibid., p. 140. 
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A complete balance sheet of international payments for Great 
Bntam extending back to the begmmng of the nineteenth century 
IS not available The fragmentary data that are available indi 
cate that capital exports (foreign loans) plaj ed an important role 
m determining the direction of net merchandise movements 
hlerchandise exports exceeded merchandise imports e^ ery year 
from 1815 to 1853 mclusiie, thereafter, imports exceeded exports 
each j ear from 1854 to 1914 inclusive * Dunng the first period 
capital exports appear to have exceeded interest receipts and 
collections of prmcipal on earlier loans Dunng the second 
penod interest and principal receipts appear to have mcreased 
in rektiQU to new issues In the early stages of a country’s 
expenence with an mcreasing volume of foreign loans, when 
payments of interest and repayment of principal by borrow- 
ing countries are less, annually, than new loans, the effect is to 
increase merchandise exports m relation to imports As tune 
goes on and the loans continue, the cumulation of principal 
becomes so large that annual payments of interest made by the 
borrowing countnes to the len^g country exceed new loans At 
this pomt merchandise imports of the lending country tend to 
exce^ merchandise exports 

Dunng the penod from 1815 to 1853 Bntish capital flowed 
east and west, to Europe and to Amenca, for the financmg of 
governments, the budding of transportation systems and the 
equippmg of mdustnal undertakings with unproved macbmery 
The magmtude of capital movements from England to Europe 
and Amenca during the first decade following the end of the 
Napoleomc Wars is suggested by the amount of loans raised in 
En^and for foreign goi emments from 1818 to 1825 The^e data 
are summarized in Table 3 

Here is an aggregate of some 44 nulhon pounds of loans to gov- 
ernments la addition some 5 or 6 milhon poimds of loans were 
made to Mexico and Central Amcncan go' emments dunng this 
penod and mvestments of an mdetermmate amount were put 
into minin g compames, shippmg companies and other mdustnal 
undertakmgs m foreign countnes After about 1825 loans 
extended by the Bntiah for the construction of canals and estab- 
lishment of a bankmg system m the Umted States increased at a 
rapid rate It has been estimated that European holdings of 

‘ pD 70.72. 
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Table 3. — Loans Made by England to Foeeign Governments of 
Eebofe and South America, 1818-1825^ 


Country 

Amoimt of loan 

Europe; 


Prussia 

, £6,540,000 

Spain 

£7,320,000 

Naples 

; £6,426,000 

Russia 

£2,250,000 

Denmark 

£4,219,000 

Portugal 

. £1,305,000 

Austria 

£2,870,000 

Greece 

£1,610,000 

South America: 


Colombia 

£5,844,000 

Chile 

£ 700,000 

Peru 

£1,491,000 

Buenos Aires 

£ 850,000 

Brazil 

£2,500,000 


1 Hobson, C. K,, The Export of Capital, Aicbibsld Ckmetable & Company, Ltd., London 
1914, p. 101. by permission of the publisher. 

United States Government and corporation bonds and stocks in 
1839 (a large part of wMch were held in Great Britain) amounted 
to 200 million dollars.^ In the eighteen forties and eighteen 
fifties Great Britain made large loans to Continental countries — 
Belgium, France and Germany— for railway construction. Even 
though the records are not complete the fact is obvious that 
British capital flowed out in large amoimts during the 38 years 
after 1815 prior to the shift in merchandise trade balance. 

After 1853 capital exports continued to increase in amount 
but not, apparently, at a rate of acceleration sufficiently great to 
prevent a constantly accumulating volume of annual receipts on 
account and a swing from a merchandise export balance to a 
merchandise import balance. Hobson* estimates British cap- 
ital exports from 1870 to 1909 to have been of the following 
magnitudes: 

Years Exports of Capital 
1870-1879 £288,900,000 

1880-1889 £422,400,000 

1890-1899 £362,000,000 

1900-1909 £653,900,000 

I Hobbon, op.cit., p. 111. 

= Ibid., p. 223. 
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In connection with the question of capital exports and Bntish 
trade balance, Taussig draws the following conclusion * 

The excess of imports whidi developed dunng the second half of the 
century is easily explained, or at least easily mterpreted It was the 
natural result of two arcumstances One was the stage which Great 
Bntain had reached aa an mteniational lender — the stage of matunty 
BO to speak The process of making loans to foreigners had been going 
on for many years, and had been on a large scale from 1830 to 1850 
Capital had been mvested m the Continent of Europe, especially for 
railway construction, and it had been invested also over-seas, m North 
and South America The American borrowings of all kmds were heavy 
after 1830, some of them with profitable results, others with disaster 
Taking the operations aa a whole, they bad been remunerative, and a 
growmg stream of payments of interest and mcome was settmg in toward 
the lendmg country 

A second factor was the new position which Great fintam’s shipping 
trade aitamed, or, to be more precise the accenuation of its already 
dommant poation Bntish ships had long done more than their share— 
their “fair” share of one half— m carrying the imports and exports. 
\7ith the advent of steam, and especially with the advent of iron steam' 
ships, an even greater part of the country's own carrying to and fro 
was done m Bntish ahips and m the outside carrying trade— that between 
third countries — a similar extension took place This item also reflected 
itself in the excess of merchandise imports 

SimMAJtT 

British free trade was something more comprehensive and 
complex than a mere change m import tariff rates and more or 
less shiftmg about of labor and capital from one industry to 
another The phrase “external economic expansion" is more 
accurately descriptive of what was happening to the economy of 
the TJmted Kin gdom m thenmeteenthcentury thanis the narrower 
•phrase “free trade " Agnculture gave way to manufacturing 
Human labor was supplemented with steam-dnv en mecnamcal 
labor PoUtical domination of a landlord class was superseded 
by pohtical dommation of a bankmg trading manufactunng 
British machines were sold on credit to less mdustnahzed 

* Taussig, F W , Iniemaiumdt Trade, The Macmillsn Company, New 
York, 1927, pp 237-23S. Quoted by penniasion of the publishers. 



FREE TRADE 99 

regions in all parts of the ’frorld while British culture and influence 
expanded in an ever-'nidening circle. 

British investors exported between 1815 and 1875 a capital surplus 
amounting to about half a billion pounds. ... To a considerable 
e.xtent the surplus consisted in enterprise, in creations of credit, in 
capital goods. ... It involved financing on a large scale. It gathered 
great resources under the control of bankers who were more interested 
in emplojdng them abroad than at home. . . . Imperialism was not a 
prominent factor in the movement of British capital. Kor was political 
authority interposed to ensure its profits abroad. Only sporadically, 
in Canada, in India, in Turkey and Egypt, London capitalists showed 
a disposition to control the economic life of distant countries thru the 
action of their money market, or less directly, thru the polic}’’ they could 
persuade statesmen to adopt. . . . London was able to remain until 
1914 the world’s leading money market. . . . Foreign income and 
capital were incessantly withdrawn from Europe and put to work in 
South America, in the Dominions, in the United States, and finally in 
the development of the tropics and the Far East. They were put to 
work in the interest of binding markets to the British mill and in devel- 
oping sources of supply for foodstuffs and raw materials.* 

Capital flowed from Great Britain to less intensively cultivated 
parts of the world in response to forces which economists describe 
as the “principle of proportionality of the factors of production.” 
This principle calls attention to a tendency for additions of any 
one production factor, in the productive process, at a more rapid 
rate than additions of associated factors, to result in less than 
proportionate increases in output. The United Kingdom is a 
small country measured in square nules of area. The area of the 
United Kingdom in the nineteenth century was only about 94,000 
square miles. The population increased from approximately 
19 million m 1811 to approximately 27 million in 1850 and to 
40 million in 1900. Capital appears to have increased about as 
fast as population or possiblj^ at an even greater rate.^ Natural 

* Jenkb, Lelakd Hajiiltok, The Migration of British Capital to 1875. 
Alfred A. Eoiopf, Inc., New York, 1927, pp. 333-335, by permission. 

* Population in the United Kingdom increased at a rate of 12 to 15 per 
cent per decade in the nineteenth century. Capital also increased. The 
rate of increase of capital is less definite than that of population. In fact 
any estimate of the rate of increase in capital can be little more than a guess 
based upon such data as new capital issues and growth in miles of railroads. 
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resources m certain foreign countries, the United States for 
example, were much greater m relation both to capital and to 
labor than m Great Bntam With the employment of techmques 
of production m such countnes comparable with those employed 
in Great Bntam both capital and labor migrated thence because 
of the possibility of greater opportunities for high productivity 
The greater productivntj of capita) was reflected bj a combination 
of high interest rates and opportunities for speculative gam 
sufficient to mduce Bntish citizens to send ‘*ome of their savings 
abroad in place of investing all of them at borne. 

fn attemptmg to draw analogies between a desirable twentieth 
century pohej for a country like the Umted States, and the 
achiev ements of the Bntish nmeteenth century free-trade pohey, 
a number of dissimilanties between the two situations and a 
number of consequences not altogether beneficial even for Great 
Bntam as she finds herself m the twentieth century may well be 
taken into account In the first place free trade conlrbuted to 
the development m Great Britain of a lopsided, top-heavy indus- 
trial structure. Great Bntam’s textile industry, for example, is 
relativel} too large for her twentieth century circumstances. 
Against nineteenth century profits which she made during the 
course of dev elopmg her export mdustnes must be charged certam 
costs of twentieth century liquidation and read;ustment In the 
second place, Great Bntam cannot, at the moment, be sure that 
certam of her capital mv estmenta in vanous parts of the world, 
Asia for example, will not be confiscated by political rev olutionm 
decades immediately ahead and for this reason cease to be of 
mu'‘h value to the Bntish In the third place, the mdustnal 
reorganization, m a twentieth century nation like the United 


noiabec of merebant vessels bu3t for borne aad colonial use numbers of 
factones etc The foUowmg estimates are suggestire 


Year 

Capital m 
Umted Kingdom 

Bntish capital 
abroad 

Total 

1875 

I8S5 

£ 8 73o 000 000 

£l 302 000 000 

£ 8 515 000 000 
£10 037 000 000 

189a 

£ 9 063 000 000 

£1 GOO 000 000 

£10 663 000 000 

190o 

£11 009 000 000 

£2 025 000 000 

£13 036 000 000 


Botaca Eossav ep. nt, p. 207 
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States, necessary to the success of a free-trade policy may be 
much more costly than was the reorganization for free trade in 
nineteenth century Great Britain. In the fourth place, oppor- 
tunities for profitable foreign investments may not be so great 
in relation to amormts of capital seeking investment as tbey were 
in the nineteenth century; in this event the factor of risk may be 
larger in relation to possible gains than it was in the nineteenth 
century. In the fifth place, there is no certainty that a policy 
involving large foreign loans can be administered as wisely when 
some three or four highly industrialized nations are competing 
with one another — United States, Great Britain, France, Ger- 
many — as foreign investments were administered during the 
nineteenth century when London dominated the money markets 
of the world. In the sixth place, we are not sure as yet whether 
free trade or protection will contribute most to industrial and 
employment stability in a highly industrialized nation. Possibly 
stability is more important than gains from greater territorial 
division of labor. These are only a few of the considerations to 
be taken into accoimt in applying the records of British experience 
of the nineteenth century to problems of twentieth century 
nations. A general drift in twentieth century United States 
toward the British type of policy would appear on the surface 
to be a wise course of procedure for at least one reason if for no 
other: viz., such a policy contributes to the development of an 
mtemational point of Anew toward the larger world problems. 
However, there is much ground yet to be covered before we have 
at hand all the information necessary to a final judgment. 
We need to examine the historical antecedents of international 
commercial policies in leading twentieth century nations other 
than Great Britain and to acquaint ourselves ■with streams of 
economic reasoning other than that of the classical school. 



CHAPTER XI 


PROTECTIONISM TO PROMOTE NATIONAL 
INDUSTRIAL DEVELOPMENT 

Nineteenth centun protectionism followed m detail neither 
the paltem of earlier mcreantili«m nor that of contemporaneous 
free trade Like mercantilwm m Encbnd, the protectionism 
of nineteenth century Germanj and the United States fostered a 
strcngtheninR of the ^inow't of national unit) Like BntL«li free 
trade it fostered the dc\e!opment of a |>oi\er marhiner% economy 
Ha\nn{' attained political ‘itabilil\ and economic unit) under the 
mercantile sj^tem Great Dntam was in position to demote her 
bc«t cnerpes to irapro; cment of her economic maehmc at a time 
Tihcn Germanv an<l the United States ncre etill occupied with 
problems of altaimns political «obdanfy With the introduction 
of steam poncr in Bnttsh factories and the cheapening of carrjmg 
co>ts through the u«o of steam transportation, earl) in the nine- 
teenth contur), Great Britain’s trading horizon tias enlarged At 
tins juncture Ricardo and bter Mill came forward to supplement 
Smitli s bls^er fairc philoopli) and to enlarge upon the adran- 
tages of dn i ion of labor as applied particularly to ^^orId trade 
Great Bntain ^tood to gain immcn'^c wealth through intcmational 
trade, cxchanpng as «he <lid her fuel re^ource^ and her ad\*anced 
technical «ki!K embodied in manufactured goods for raw matenaU 
of the spar'd) settled West and for Caenes produced by cheap 
labor in the East So it was that the classical sjMcm of mter 
national free trade came into being it is well to empbasite the 
fact tliat nineteenth century free-trade theory came from a «ct of 
political and economic circumstances peculiar to Great Bntain 
Circumstances, iwlicies and doctrines m Amcnca and Europe 
(particularly Germany) during the nineteenth century were 
different from thO'Cof Great Britain Alexander Hamilton and 
Fnednch List rendered for the Umted States and for Germany 
scmces in the nature of mnctccnth century policy formulation 
mmilsr id some respects to the scmces rendered by Smith and 
102 
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Ricardo in England. Economic policy in nineteenth century 
France took a middle course. France enjoyed greater political 
solidarity than Germany and was economically more seK-suffi- 
cient than Great Britain. A compromise policy was the logical 
outcome of French circumstances, political and economic. At 
times during the nineteenth century France leaned toward British 
free trade; at other times she pursued more nearly the ideals of 
American and German protectionism. American and German 
protectionist policies are selected for illustrative purposes because 
they are better suited than those of other European countries 
for drawing sharp contrasts between Continental and American 
protectionism and British free trade. 

HAMILTONIAN NATIONALISM 

Alexander Hamilton (1757-1804) was the first Secretary of the 
United States Treasury. In a report on manufactures submitted 
to the House of Representatives in 1791 he formulated a body of 
arguments that were to have a profound influence upon this 
country’s national commercial policy. The United States at that 
time comprised approximately 900,000 square miles and sup- 
ported a population of about 4,000,000 people — some 4% persons 
per square mile. The country was young industrially, and its 
parts were loosely bound together politically. Hamilton was 
faced with a problem of economic statesmanship essentially 
different from that with which Adam Smith had dealt in Great 
Britain; different also from that with which Ricardo was soon to 
deal. Great Britain in the seventeen nineties comprised an area 
of 94,000 square miles upon which was concentrated a population 
of some 16,000,000 people — 170 persons per square mile. As 
already stated, production techniques were more advanced in 
Great Britain than in any other nation; the British banking 
system was centralized and comparative!}’" stable; Britain’s 
national defenses were adequate for the times and she was faced 
with no serious problems of political decentralization that threat- 
ened to separate the nation into numerous politically sovereign 
units. Hamilton’s first problem in the United States was to 
foster political cohesion of the 13 American states into a strong 
federal body. 

Two features of Hamilton’s report on manufactures are of 
particular significance. In the first place, being a statesman 
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capable of glimpsing his country’s destmy, he % oiced a pohcy of 
national protectionism for the purpose of makmg the 13 states 
economically more mterdependent among themselves and less 
dependent upon foreign nations In the «econd place, he recog 
nized more clearlj , possibly, than anj of bis contemporaries the 
possible future importance of the use of nonhuman eneigy m 
manufacturing pursuits He called particular attenbon to 

circumstances that matenallj dimmish e\ erywhere the effects of a 
scarcity of hands [among them] the vast extension given by late improve- 
ments to the employment of machines, which substitutmg the agency 
of ffre and water has prodigiously lessened the necessitj of manual 
labor ‘ 

Hamilton’s reasonmg started with the hypothesis that develop- 
ment of manufactunng m the Umted States would promote 
national unity, foster production and promote the accumulation 
of national wealth Next an assumption was made to the effect 
that manufactunng m the United States would not grow, under 
conditions of free trade, so rapidly as it could be encouraged to 
grow by restncting the sale of foreign manufactures in the borne 
market and by encouragug the development of domestic znanu 
facturmg enterprises m other ways Among expedients av ailable 
for use m the promotion of domestic manufactunng enterprise 
the following were cited 

1 Protectmg duties, or duties on those foreign articles which 
are the nv als of the domestic ones intended to be encoumg^ 

2 Prohibitions of nval articles or duties equivalent to pro- 
hibitions 

3 Prohibitions of the exportation of materials of manufactures 

4 Pecuniary bounties 

5 Premiums 

6 The exemption of the matenals of manufacture from duty 

7 Drawbacks of the duties which are impo'^d on the matenals 
of manufacture 

Hamilton had, apparently, carefully read and thoughtfully 
considered Adam Smith’s Wealih of Nations before committing 
himself to a pohcy of tia tuvnal protection for the Umted States 
The advantages of division of labor and of trade so clearly 

* Report on Manufftcturea submitted to the House of Representatirea 
in 1791 
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expounded by Smith were recognized. In fact extension of 
division of labor in the United States was one of Hamilton’s 
arguments for the encouragements of manufacturing. 

. . . the principal circumstances from which it may be inferred that 
manufacturing establishments not only occasion a positive augmentation 
of the produce and revenue of the society, but that they contribute essen- 
tially to rendering them greater than they could possibly be without such 
establishments . . . are; — 

1. The division of labor. 

2. An extension of the use of machinery. 

3. Additional employment of classes of the community not ordinarily 
engaged in business. 

4. The promotion of immigration from foreign countries. 

5. The furnishing of greater scope for the diversity of talents and 
dispositions which discriminate men from each other. 

6. The affording of a more ample and various field of enterprise. 

7. The creating in some instances of a new and securing in all of a 
more certain and steady demand for the products of the soil.^ 

It was only in regard to international free trade that Hamilton 
discarded Smith’s doctrines. With regard to international free 
trade Hamilton explained that Smith’s doctrine was a theory of 
universal free trade which chanced to favor Great Britain’s ends. 
He contended that restrictions upon the free importation of 
manufacture were not so necessary in Great Britain as in the 
United States and that restrictions upon the free importation of 
crude produce would deprive British industrialists of their great- 
est gains from international commerce. 

Having pronounced himself in favor of protection, Hamilton 
set himself to argue the point. Amplifications of his original 
seven reasons for the encouragement of manufacturers^ embraced 
a number of protectionist arguments that have been in use over 
and over during the period of almost a century and a half since 
Hamilton’s time. One contention was that tariff-fostered indus- 
tries would draw skilled technicians from Europe and thus pro- 
mote immigration into the United States of a class of persons 
needed for mn-xlTnu Tn development of the young nation. Another 
of Hamilton’s arguments for protection was that promotion of 
manufacturing industries by tariffs would encourage in the 
United States division of labor, invention of machinery and other 
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benefits inherent in Adam Smith’s free-trade system A third 
argument was that tariff fostered manufacturmg mdustnes would 
encourage fuller utihzation of the country’s labor by affording 
employment for women, children and persons otherwise idle 
either from bias of temper, habit, infirmity of body or some other 
cause A somewhat similar ailment called attention to a 
di\ersity of latent talents and dispositions which manufactunng 
afforded opportumties for ezerctsmg In fact, Hamilton had a 
whole senes of arguments that were based upon the central theme 
of manufactures affordmg a di\ersity of opportumties and thus 
calUng workers into action Some workers might be called mto 
action durmg idle and otherwise wasted penods, others might be 
stimulated m the employment of latent human talents that mth- 
out manufactunng ivould remam dormant and unproductne 
The objections of farmers to tariff protection for manufactures 
was met with the so-called “homo-markets” argument 

The creating in some instances of a new, and secunsg in all s more 
certain and steady demand for the surplus produce of the soil is 
a principal means by which the establishment of manufactures con* 
tnbutes to an augmentation of the produce or revenue of a country 
and has an immediate and direct relation to the prosperity of agriculture ‘ 

This conclusion rested both upon the difficulty of selhng farm 
produce in tanff-protected foreign markets, and upon the belief 
that foreign markets were more uncertam and less stable than the 
domestic market In this connection Hamilton suggested also 
the economies of diversified agncuUure which a home market 
would promote 

It cannot be denied that the interests e^en of agriculture may be 
advanced more by ha^ang such of the lands of a State as are occupied 
under good cultivation than by having a greater quantity occupied 
under a much infenor cultnation * 

Fmally Hamilton met boldly one of the most con^mcing 
arguments ad\ anced for free trade, nz , the argument that 
manufactunng would develop if a country's naturaf advantages 
warranted, e\en imder conditions of free commerce 

Against the solidarity of this hypothesis, m the full latitude of the 
terms, very cogent reasons may be offered These have relation to the 


‘76id. 
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strong influency of habit. . . . Experience teaches that men are often 
so much governed by what they are accustomed to see' and practice; that 
the simplest and most ob%dous improvements in the most ordinary occu- 
pations are adopted with hesitation, reluctance and by slow gradations. 
The spontaneous transition to new pursuits in a community long habitu- 
ated to different ones may be expected to be attended with proportion- 
ably greater difiiculty.^ 

A corollary argument was that unless new pursuits w'ere encour- 
aged and fostered by protection much of the country’s latent 
natural resources would lie dormant as had been the case when 
the land was occupied by aboriginal “Indians.” 

In evaluating Hamilton’s ideas it is well to remember that he 
was a practical statesman faced with the necessity of sohdng 
immediate political issues. It is well also to remember that the 
problems of the struggling American republic of the seventeen 
nineties were quite different from those of the United States of 
the nineteen thirties — a nation highly industrialized, wealthy 
and powerful in world diplomacy. 

LIST’S PHILOSOPHY OF PROTECTIONISM 

After Hamilton came List (1789-1846), an equally able expo- 
nent of protectionism. Friedrich iJist was born at Reuthngen 
in'Wurttemberg in 1789. At the age of fourteen he entered his 
father’s tannery. Finding tanning a most distasteful trade, 
young List left his father’s business to become a clerk in the 
Wurttemberg bureaucracy. Later he was made professor at 
Tubingen, from which post he was discharged because of political 
acthdties that were distasteful to the Wurttemberg government. 
After leaving Tubingen University, List’s fortunes went from 
bad to worse until he found himself in jail — a political prisoner. 
His next move was to America. ArnAdng in the United States 
in 1825 List’s ill fortunes changed. Within the short space of 
five years he amassed a moderate fortune in the coal business of 
Pennsylvania and gained national political recogmtion through 
advocacy of protective tariffs. A political appointment as 
European representative of the United States Government 
enabled bim to return to Europe in 1830. 

Faced with econoimc realities in Germany and in the United 
States that were similar in many respects, List’s economic doc- 

Wtid. 
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trines were formulated with these two countnes primarily m 
mind * That tariff policies should be made to fit the needs of 
countnes m different stages of economic development was a 
theme that ran like a eiI% er thread through all List’s reasonmg 
on the subject He recognized four stages of industrial dei elop- 
ment m countnes endowed with resources necessary to the attam- 
ment of the highest grade of wealth and power The first stage 
was one of barbarism In the second stage improved agncultui^ 
methods adopted from more ad\anced nations were to be fostered 
by a free-trade poUcy In the third stage manufactures, fishenes, 
na^^gatlon and foreign trade were to be fostered by means of 
commercial restnctiona For the fourth and last stage, when the 
country had reached a high state of wealth and power. List recom- 
mended gradual transition to a free-trade policy He conceded 
the fact that countnes tended to evolve from one stage to another 
even though handicapped by free competition with more mature 
and stronger nval countnes But why wait for the slow process 
of mdustnal olution to take its natural course if the process 
may be accelerated by judicious commercial pohcy, he argued 
Is there any more reason for a people to wait for industnes to 
develop m backward regions as a result of freely competitn*e 
forces than for the forester to wait on the wind to bear the seeds 
of trees to waste moorlands? 

CONDITIONS IN GERMANY DURING LIST’S GENERATION 
List began his study of economic and pohtical conditions in 
Germany early m the nmeleenth century Political consohda- 
tion of the German Empire under William of Prussia did not 
occur until 1871 At the beguming of the mneteenth century the 
temtory which we think of as modem Germany was separated 
mto many pohtically 8o\ereign states, on the economic ade 
feudalism persisted m quite an objectionable form. In Prussia, 
for example, as late as 1805 a large part of the population were 
serfs, some of whom lived in s condition of almost absolute 
slavery In addition to the peasant class, which mcluded the 
serfs, there were nobles and citizens Every man’s place in 
society was determined at tnrth by the status of his family 
The^'e social rigidities together with the wretched condition of 
1 See List, F&ieohicb Doa NaitoiuAe Systtm der PoIiItaeAen Okonotme, 
(1841) or one of the English or Amoican e^tiona. 



PROTECTIONISM 


109 


internal communication in Germany and the numerous tariffs 
and other trade restrictions between the several states prevented 
early nineteenth century Germany from developing industry and 
trade as rapidly as they were being developed in France and in 
Great Britain. Political and economic solidarity had not been 
attained during the mercantile period in Germany as it had in 
Great Britain and to a less extent in France. 

List was a reformer. He wished to see the German states 
tinited politically; he desired to see internal tariffs and other 
internal trade restrictions obliterated and a tariff wall built 
around the German states to shield yoimg manufacturing indus- 
tries in Germany against British competition. List was not so 
much an early prophet of these developments as he was a part of 
them. It is true that political unity in the German Empire was 
not attained imtil after List’s death. However, when he was 
only seventeen years of age (1806) an edict was ordered to free 
the serfs in Prusria, and in 1811 another edict provided for the 
setting off of portions of land representing the property rights of 
peasants. Tradesmen, too, were being freed from the burdens 
of guild restrictions and apprenticeship about this time. The 
Zollverein, or customs union, among the German states had its 
beginning in 1818, and by the year 1834: most of the German 
states were included in it. Inasmuch as the Zollverein (the 
support of which put List into prison and later drove him into 
exile) was in a sense a system of free trade between sovereign 
states one can understand why List drew a distinction between 
what he conceived to be a free-trade policy for Germany and the 
British commercial policy, which he termed cosmopolitan free 
trade. 

NATIONALISM AND INDUSTRIALIZATION THE GOAL OF BOTH 
HAMILTON AND LIST 

Need of a political system formulated for the promotion of 
nationalism stands out in bold relief in the writings both of 
Hamilton and of List. During the lives of these men, the United 
States and Germany were less prosperous than Great Britain. 
The United Kingdom was, in fact, the wealthiest and most power- 
ful nation in the world during the last quarter of the eighteenth 
century and the first three quarters of the nineteenth century. 
The United Kingdom was therefore envied by other nations and 
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encourage manufacturing. List did not believe that all countries 
were suited to manufacturing pursuits. His thought was that 
countries vith natural resources and climate suited to the devel- 
opment of manufacturing were the ones to develop manufacturing 
industries. Other countries, particularly those lying in the 
tropics, might well confine their energies to primary production. 

The idea that all nations are not equally weU suited to all 
occupations is an essential part of British free-trade doctrine 
as well "as that of List. This conception of natural difference 
between regions from a point of view of their best adaptability 
to different types of industry has been strengthened in recent 
decades by the findings of mineral survej’-s and analysis of appar- 
ent tendencies for heavy industries to center about coal- and 
iron-producing regions. List’s reasoning to the effect that torrid 
regions were unsuited for manufacturing is stUl recognized to be 
of some importance but of much less importance than it was once 
believed to be. 

One is impressed by the fact that the Hanulton-List protection- 
ist policies were fostered with an eye to the best interests of 
particular nations. But what of that? The same may be said 
for the Ricardo-Mill doctrines. The free-trade doctrines of IMiU 
are capable of broader interpretation than the protectionist 
doctrines of List partly because Mill’s Great Britain was more 
advanced both economically and politically than List’s Germany 
and partly because J\Iill was more of a scholar than List and less a 
creature of misfortune in a turbulent stream of political conflict. 
Inasmuch as the present-day world is made up of countries in 
many stages of industrial evolution, political unification and 
national responsibility, it may be well in evaluating tariff tend- 
encies in various countries to keep both types of reasoning in 
mind. 



PART IV 


INDUSTRIAL FOUNDATIONS OF TWENTIETH 
CENTURY COjMIMERCE 

INTRODUCTORY 

International trade is a result of industrial peculiarities of the 
many countries and nationalities into which the world and its 
population are di^^ded. Among the principal reasons for national 
industrial peculiarities are (1) concentration of populations in 
some regions and concentration of particular natural resources 
in other regions and (2) differences in technical knowledge on 
the part of various national population groups. In this part 
geographical distribution of the world’s population, location of 
leading industries and industrial migration tendencies will be 
examined m relation to international commerce. 



CHAPTER XII 


POPULATION DISTRIBUTION: ITS RELATION TO 
COMMERCIAL POLICY 

One of the most characteristic differences between nations of 
the world as now constituted is to be found in nxnnbers of persons 
supported per square mile of land area.^ Statistics of population 


Table 4. — Population Densities in Selected Countrieb' 


Country 

Year 

Population 

Area, 
sq. mi. 

Persons 
per sq. 
mi. 

Belgium 

1935 

8,300,000 

11,754 

706 

Netherlands 

1936 

8,474,000 

13,481 

629 

United Kingdom 

1935 

47,030,000 

94,281 

499 

Japan Proper 

1935 

69,254,000 

147,611 

469 

Germany 

1935 

! 67,068,000 

180,999 

371 

Italy 

1936 

I 42,438,000 ' 

119,744 

354 

Czechoslovakia 

1935 

15,158,000 

54,244 

279 

Snutzerland 

1935 

4,160,000 

15,944 

261 

British India 

1931 

271,749,000 

1,107,968 

245 

China Proper 

1930 

462,387,000 

1,900,000 

243 

Denmark 

1935 

3,706,000 

16,576 

224 

Poland 

1936 

33,823,000 

149,959 

226 

France 

1935 

41,940,000 

212,928 

197 

United States 

1936 

128,429,000 

2,973,776 

43 

Sweden 

1935 

6,249,000 

158,393 

40 

Norway 

1935 

2,884,000 

119,148 

24 

Mexico 1 

1936 

18,596,000 

760,290 

24 

U.S.S.R. (Russia) 

1933 

170,500,000 

8,176,054 

21 

Persia (Iran) 

1935 

15,000,000 

628,000 

24 

New Zealand 

1935 

1,568,000 

104,015 

15 

Brazil 

1935 

j 

47,795,000 

3,286,170 

15 

Argentina 


12,373,000 

1,079,965 

12 

Canada 

1935 

10,949,000 

3,466,793 1 

3 

Australia 

1935 

6,753,000 

2,974,581 

2 


^ Sodbce: 77. S. Department of Commerce^ Foreign Commerce Yearhooh^ 1936. 


‘ See population map, front cover. 
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densities for a group of representative countnes are given in 
Table 4 

At the top of the table are densely populated countnes such as 
Belgium, with more than TOO persons per square mile, and Nether 
lands, with more than 600 persons per square mile At the 
bottom of the table are sparsely populated countnes such as 
Austraha, with only 2 persons per square mile, and Canada, witb 
only 3 persons per square mile Countnes \'ary m fertihty and 
m capacity to support dense populations However, with east 
lag methods of production, no country can comfortably support 
an unlimited number of persons per square mile because land is 
subject to diminishing returns 

THE PRlHCtPLE OF DIMINISHING RETURNS 

The pnnciple of diminishing returns as imtially stated was 
concerned with the numbers of peoph who could be supported 
upon a given amount of land m countnes where agnculture was 
the chief industry This consideration must have occupied the 
attention of thoughtful men at one tune or another m evei> 
densely populated country The pnnciple in question was clearly 
stated by John Stuart Mill m 184$ as follows 

After a certam, and not very advanced stage la the progress of agri- 
culture it is the law of production from land that m any given state of 
agncultuml skill and knowledge by increasing the labour the produce is 
not increased in equal degree * 

The idea of dinumshing returns, as apphed to agncultural land, 
may be illustrated with assumed figures for production of wheat 
Suppose, for example, that 25 milhon acres of land are planted to 
wheat m Italy and that no improvements such as the discoverj 
of higher yielding vaneties, more effective methods of culture or 
better ways of fertihsrag are made Suppose also that the 
Itahan population contmues to grow, that Italy’s demand for 
wheat increases but that no more land is planted to wheat More 
and more labor may be apphed to the 15 milhon acres of wheat 
land and a time maj come when additional labor produces less 
and less wheat per worker (Table 5) 

• Miix, Pnnctplti of PoUlteal Econony Bk- I, Chap XII Quoted by 
permission of Longmans Greeo 4: Co 
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Table 5. Illustration of Principle of Diminishing Returns 
Given: 15 million acres of land for wheat growing 


Numbers of wheat j 
growers equally 
supplied with cap- 
ital, thousands 

Total amount of 
wheat produced, 
millions of bu. 

Average amount 
of wheat produced! 
per grower, bu. 

Production per 
additional 
grower, bu. 

250 

175 



3001 

225 


1,000 

350 

255 

729 

600 

400 

280 


500 

450 

297 


340 

500 

300 


60 


' Point oi dimimBhing Teturna. 


According to this illustration the amount of product per grower 
decreases after 300,000 growers are employed. Since the Indus- 
trial Revolution the principle of diminishing returns has been 
generalized to apply to any factor of production, the supply 
of which is more Umited than are other productive factors 
associated with it. Given a fixed supply of natural resources of 
all kinds and a fixed technique of production, a time will come 
in the 'growth of populations when per capita product must 
diminish if the number of people continues to increase. 

POPULATION PRESSURE 

In Thomas Robert Malthus’ time (1766-1834), Europeans were 
gravely disturbed over the possibility of overpopulation, scarcity 
of food and inability of the low-income masses of the people to 
improve their conditions of life. Malthus^ called attention to 
what he believed to be a great impediment to mankind’s con- 
tinued progress toward greater happiness and well-being. This 
obstacle was a constant tendency in aU animate life to increase 
beyond the nourishment available for it. Evidence at hand 
indicated that the human race was increasing in numbers at a 
surprising rate. The increase has continued since Malthus’ 
time, and the population problem is stiU vith us though in a 
somewhat different form from that conceived bj^ Malthus. Since 

» Thomas Robert Malthus (1766-1834) first published his Essay on the 
Principle of Population .4s It Affects the Future Improvement of Society in 
1798. 
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Malthus’ tune ^ast improvements m techniques of production 
ha\ e been brought mto use Steam engmes, gas engines, and 
electricity have enabled mdustnalists to tap reservoirs of non 
human energy httle used before 1800 Improv ed transportation 
facilities ha% e permitted Economical mov ement of foodstuffs and 
fabricating materials from sparsely settled regions of the world 
to centers of dense population and the conversion of greatly 
mcreased amounts of crude tnatenaU per worker into forms suited 
to human consumption These and other improvements m 
methods of production permitted widespread improvement in 
standards of living durmg the nineteenth century in spite of the 
fact that the world’s jiopulatiOD increased withm the century 
about 100 per cent * Whether improvements m the twentieth 
and succeeding centunes will continue to permit enlargement of 
supphes of matenal goods at a more rapid rate than populations 
grow, no one can foretell Even if supphes of goods do become 
increasingly abundant, their apportionment among national 
population groups with unequal access to natural resources will 
be a problem of the gravest economic and political importance 

The two principal means of alleviating population congestion 
m a particular country are (1) emigration and (2) foreign trade 
European countries «ent large numbers of emigrants to America 
Africa and Oceama dunng the mneteenth century In recent 
decades the Japanese have been emigrating to the contment of 
Asia and elsewhere If, m the future, migration is to reheve 
overpopulation in particular countnes there must be thinly 
settled regions available for habitation A century ago the 
Amencas and Oceania were open to great numbera of immigrants 
and much of Afnca could be had for the takmg When sparsely 
populated regions are parts of a great empire they are not easily 
appropriated Even if owned by weak nations such areas are 
not ordmanly accessible to all comers because international 
jealousies form bamers against the cov etous Peaceful penetra 
itoa Easy coatisite la saata srsas bat 2 a jsosi ccaBtnes the fime 
appears to be approaching when no kmd of immigration will be 

‘ The world 3 populafaon was approninately SoO 000 000 m ISOO and 
1 700 000 000 m 1900 It took mankind half a million years to produce the 
first 850 000 000 people and then but a centurj to double the number 
SoTTKCE TVntT Tv, Loms I (cd ) Popvlaiwn Problerm in the Untied Slaiee 
and Canada Houghton Onnpany, Boston 1926 p 77 
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regarded as an unmixed blessing. In recent decades country- 
after country has raised legal barriers against mrrestricted inflow 
of foreigners. 

International commerce is the second mode of relief for over- 
populated nations. International trade enables a densely popu- 
lated country to import raw materials and foodstuffs in exchange 
for labor embodied in fabricated goods. Since manufacturing 
is a more intensive industry than agricultme, a nation can support 
a larger population by manufactming for export than it can if all 
its foodstuffs are produced at home. However, international 
- trade is not unrestricted. Nearly every important nation of the 
world maintains tariff barriers against the free importation of 
fabricated goods from low-wage cotmtries. If foreign commerce 
is to relieve population pressure in overcrowded parts of the world 
there must be a -willingness on the part of the people of sparsely 
settled areas to accept fabricated goods requiring relatively large 
quantities of labor in their production in exchange for foodstuffs, 
fuels, metals, textile fibers and other fabricating materials. At 
present, none of the densely populated nations is able to find 
satisfactory outlets for all the goods that it might produce for 
export because such goods are a constant menace to industrial 
stability elsewhere. If pro\dsion for the absorption of merchan- 
dise exports from low-wage countries is made gradually, inter- 
national trade need not reduce wage levels and living standards 
in the high-wage, importing nations. For this reason commerce 
is probably a more permanent form of relief for congested areas 
than is emigration. However, without some means for restrict- 
ing population gro-wth many nations as now constituted can 
scarcely hope, by commerce alone, to circumvent the dangers 
and misery of extreme poverty on the part of large numbers of 
their underprivileged inhabitants. 

Possibly freer commerce must go hand in hand -nfith population 
restriction policies in the more densely populated countries, if 
li-vdng standards^ of all nationalities of underprirdleged peoples 
are to be improved. The process of raising low living standards 
of great masses of people is slow; so slow, that emigration from 

1 Standard of living is not a concept that lends itself to accurate and 
precise definition. One definition or measure of standard of living is the 
aggregate of decencies and comforts -which a class of people deem more 
essential to their happiness and self-respect than rmcurbed increase in 
offspring. 
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o\erpopulated coimtnes or rapid increase in their wealth may 
have no other appreciable effect than to increase the birth rate 
India IS a case in point# In this countrj* of ancient tradition 
early marriage and high birth rate there is an endless debate as 
to whether the lot of the masses has really impro\ ed under British 
rule Railways, irrigation works, tea gardens, silk culture, cot- 
ton, jute and steel nulls supphed with British capital ha\e created 
new wealth during the last half century But, it is claimed, the 
Indian masses are pronded with economic goods no more plenti- 
fully than they were before Bntisb rule The claim ^eems not 
unreasonable because India’s population in the last 40 years has 
increased SO nulhon, or about 20 per cent This increase in 
numbers has required more food, shelter and other necessities of 
existence, and here may be India’s missmg dividend from the 
economic development the Bntish ha% e instigated * There are 
numerous other illustrations of populations which do not curb 
their rates of growth sufficiently to rai'^e their hung conditions 
far above the margm of subsistence Japan may be taken for 
an example At the end of the first quarter of the eighteenth cen- 
tury the population of Japan was between 26 and 27 million A 
centuty later another census showed tbo population to be approxi 
mately 27 million For 100 years or more the population of 
Japan had been almost stationary because w ant dro\ e the people 
to extreme practices of infanticide * In the latter part of the 
mneteenth century , however, when Japan was opened to Western 
ideas and world trade, economic progress increased her food 
supply and the population doubled in a half a century 
POPDIATIOH DANGER ZONES 

India, China, Japan, Europe and eastern United States are the 
areas of the world of greatest population density In some of 
these areas nsing hiung standards are tending to check population 
growth, in others the populations tend to increase in response to 
e^ery mcrease in productivity, with the result that extreme 
pox erty continues to exist among the masses Population growth 
in France, Germany, Great Bntam and the Umted States appears 

* Ross, E. A , Standing Room Only! Century Company, New y ork, 1927, 
pp 9l-9o 

* Ibid , p 100 and Orchard, J E., “The Pressure of Population in 
Japan,’ Gtographictd ReneWt Vbl "Will, No 3 July, 1928, published by 
the American Geographical Society of New York 
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to be under control in the sense that increase in numbers has not 
prevented substantial improvement in living standards in these 
countries during the last haK century. In the United States, the 
country where population increase has been most rapid, immigra- 
tion laws have been made more stringent and birth rates have 
declined as the country approached a condition of industrial 
maturity. Between 1870 and 1880 population in the United 
States increased about 30 per cent. Between 1920 and 1930 the 
increase was only about 16 per cent. Likewise in France, Ger- 
many and Great Britain population growth rates have been 
regressing duiing recent decades. In general, nations may be 
divided into three groups from the poiat of view of population 
status: 

1. Nations with a pent-up population resulting either in birth 
control as in France or in overcrowding and a high death rate 
as in China and India. 

2. Sparsely settled regions with populations expanding to make 
fuller use of available natural resources as in Russia. 

3. Thickly settled regions in which population expansion is a 
cause for internal tension requiring either territorial expansion 
or trade expansion for its alle\'iation. Italy is an example. 

If a workable system of collective peace could be established 
and trade restrictions relaxed throughout the world, economic 
conditions in Italy might be materially improved. In the in- 
dustrially backward countries vith pent-up populations — China 
for example — the misery of poverty-stricken masses may, in time, 
be reduced by introduction of improved production techniques 
and parallel reduction in birth rates. 

Technical improvements in methods of production during 
the nineteenth century contributed to industrial growth and 
improved living conditions in Great Britain, France and Ger- 
many. Introduction of improved methods lagged in Russia and 
China. Russia is now in process of rapidly adopting power- 
machine techniques. The possible effect of increasing produc- 
tivity upon living standards in Russia and the character of her 
international trade are questions which the whole civilized world 
may well take into account. Japan, also, is imdergoing an 
industrial revolution. Unlike Russia, Japan is already over- 
populated. She is attempting, by a process of external territorial 
and commercial expansion, to improve the conditions of life of 
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some 70 million people congregnted upon an area of about 147,000 
square miles of land that is relatively unproductive from an 
agricultural point of new and relatii ely poor in mineral resources 
Italj , another densely populated nation, supports some 41 million 
people on approximately 119,000 square miles of land— 354 per- 
sons per equate mde Neither Japan nor Italj has an abundance 
of mmeral resources, neither nation can reasonably hope to 
pronde a rapidly increasing population with impro^ ed conditions 
of life unless recourse is had to external expansion m some form 
Eien m the case of Great Bntain, where birth rates have been 
reduced and hving standards are relativ ely high, the population 
problem is a ^^tal factor m world economj Great Bntam, with 
approximatelj 500 persons pet square mile, depends upon foreign 
trade for a large part of the income upon which her people bve 
International competition that deprives Great Britain of a 
substantial portion of her foreign markets will put a senous •dram 
upon her internal economic and political system 

RELATION BETWEEN POPULATION PROBLEMS AND 
COMMERCIAL P0UC7 

International commercial pobcies and population problems 
are inextricably related Great Bntam m the nineteenth century 
demonstrated the possibility of supportmg a dense and growing 
population bj improving her production methods and expanding 
her foreign trade, Japan and, to a less extent, Italy are endeavor 
mg to do likewise Since the latter nations are madequately 
supphed with practically all kmds of natural resources, their 
foreign tradmg policies are likely to encourage imports of fuels 
and fabneatmg matenals and exports of manufactures requiring 
large amounts of low wage labor in the production processes 
Russia’s situation is more hke that of nmeteenth century Umted 
States She has unused supplies of coal, iron and petroleum and 
a laigc amount of fertile agncultural land Her foreign trading 
policy m decades immediately ahead is likely to encourage imports 
of capital eqmpment in exchange forwheat, timber and other pro- 
ducts of the soil Industrially mature nations like Great Britain, 
Germany, France and the Umted States, with fuel resources, 
an abundance of capital and relatively high hvnng standards, wiH 
probably find that their most profitable Imes of foreign trade 
are m exporting products of heavy industries and mechanical 
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specialties, in exchange for fabricating materials,^ foodstuffs not 
produced at home and manufactures which require relatively 
large amounts of labor per unit of value. Obviously, future 
international trading policies of the various nations of the world 
will be conditioned' by opportunities for economic gro-wth. These 
in turn ■will be influenced by such factors as population densities 
of the different countries, abundance and location of agricultural 
iinrl mineral resources and the skill and rapidity with which 
cotmtries succeed in adjusting their national economies to a 
changing world en'vironment. A cross section of existing world 
industry and dominant tendencies, which appear to be in process 
of modifying the industrial status quo, are presented in chapters to 
follow. 

1 Wood pulp, leather, te-vtile fibers, metal alloys, rubber, etc. 



CHAPTER XIII , 

THE WORLD’S FOOD RESOURCES 

Dunng the last century and a half improvements m methods 
of production and transportation have relieved somevrhat the 
dark shadow of dread associated with the dangers of food short- 
age and famine In general, prices of food staples have dechned 
dunng the last century m relation to pnces of other goods How- 
ever, in densely populated parts of the Onent and m some parts 
of Europe, where per capita buying power is low and httle sur- 
plus of any kind of goods over current subsistence needs is pro- 
duced, serious food shortages continue to occur from time to 
time Sufficient food can be produced to supply the needs of 
everybody Production is not so crucial a problem as distribu- 
tion — distnbution not m the physical sense so much as distribu- 
tion m the economic sense Even though populations m sparsely 
settled regions are capable of producing wheat, meat and other 
foodstuffs m ample abundance for the unsupphed needs of people 
in densely populated regions, the incentive to feed the world is 
not present unless the food-importing countnes have goods to 
offer in exchange — goods acceptable to the people m the food- 
exporting countnes So long as the world's population is as 
unequally apportioned among the several contments as it is at 
the present tune, so long as unmigration is restncted and national 
objectives conflict, the problem of finding ways and means of 
provndmg sufficient food for all will contmue to be a challenge to 
the greatest political and economic leaders of every age and 
generation 

FOOD REQUIREMENTS 

A grown person doing ordinary work consumes daily amounts 
of digestible proteins, fats and carbohydrates about as follows * 
protem, 0 24 pounds, fat, 0 12 pounds, carbohydrates, 1 07 
pounds 

* U S Department o] AgnatUttre, Farmert’ Bulletin 142 
124 
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In addition to proteins, fats and carbohydrates, less deter- 
minate amounts of vitamins enter into the diets of typical per- 
sons. In Table 6 are listed a few customary foods together with 
approximate percentages of digestible proteins, fats and carbo- 
hydrates which each kind of food contains. 


TABI.B 6. — Nxjtkients of Digestible Poetions of Solie Common Foods' 


1 

Food 

Protein, 
per cent 

Fat, 

per cent 

Carbohy- 
drates, 
per cent 

Beef, fresh 

15.7 

14.5 

0 

Fish, fresh cod 

10.8 

0.2 

0 

Eggs, uncooked 

12.7 

8.8 

0 

Milk, whole 

3.2 

3.8 

5.0 

Bice 

6.8 

0.3 

77.4 

Wheat flour 

9.7 

0.9 

73.6 

Potatoes 

1.5 

0.1 

14.0 

Granulated sugar 

.... 


98.0 

Soy beans 

^ 30.7 

I 14.4 

22.8 


• For the first eight items in the table see U. S. Department of Agriculture, Farmers’ Bulletin 
142, pp. 2T, 28; for soy beans see Henry and Morrison, Feetis and Feeding, Madison, Wis., 
1917, p. 656. 

Fortunately it is possible for people to get properly balanced 
diets from a great number of different combinations of foodstuffs. 
Rice, wheat and potatoes, for example, are partial substitutes 
for one another; the same is true of meat, fish and soy beans 
(foods rich in protein). Orientals eat more rice and soy beans 
than Western people; the Westerners eat more wheat, potatoes 
and meat than the Orientals. Europeans eat more potatoes than 
Americans; Americans eat more wheat and meat than Europeans. 
Before the Industrial Revolution food habits in different countries 
appear to have been greatly influenced by population density 
and local climatic and soil characteristics. The climate of China, 
for example, is better suited to rice production than to wheat 
production; the reverse is true in Europe. Meat was relatively 
cheap in Colonial America because there was an abundance of 
fertile land in relation to the human population. Before the 
coming of modem means of transportation and refrigeration, 
meat was dear in densely populated regions because meat produc- 
tion required a relatively large amount of land. An area of 
fertile, well-watered land, planted to grain and soy beans for 










126 INDUSTRIAL FOUNDATIONS 

human consumption, will support a population several tunes as 
large as the same area will support if u^ed for producmg meat for 
human consumption ^ 

TRADE ENCOTJRAGES DIETART DIVERSIFICATION 

At the present tune foodstuffs of all kmds — perishable and 
nonpenshable — are transported long distances at costs which are 
low m relation to imtial production costs. As a result, dietaiy 
habits are bemg modified, fuller use is made of agricultural land 
in sparsely settled regions, and the ^ olume of mtemational trade 
m foodstuffs tends to merease Possibly the best way to get an 
idea of the world s food production by geographical regions, its 
movements into consumption and the tendencies for centers of 
greatest production of particular classes of foods to shift from 
one region to another is to divide foodstuffs mto groups and 
examine each group separately The groupings employed in 
this volume are as follows (1) cereals, (2) potatoes and sugar, 
(3) meats and fish, (4) dairy and poultry products, (5) fruits and 
\ egetables, and (6) miscell^eous foodstuffs 

CEREALS 

The word "cereal" ongmally meant something pertaining to 
Ceres, the goddess of agnculture, worshiped in Italy some 2,500 
years ago * It is now defined as any grass yieidmg grain used for 
food, or the gram so produced * The two cereals of firrt impor 
tance are wheat and nee 

Wheat — ^As already stated more wheat is produced and con 
sumed in Western than in Eastern countnes Per capata con 
sumption IS estimated to range from less than bushel per year 

* rive or SIS pounds of com or its equivalent in food value, are required 
to make a pound of pork, and about 10 pounds of com supplemented with 
some fcmd of fodder are required to mate a pound of beef (See U S 
Department of Atptexdture I earhook 1922 p 182 ) Five pounds of com 
may constitute t'he greater part ol a man stood consumption ior apersAtfi 
three or four days, whereas be may eat a pound of meat at one or two 
Eittmgs 

* Bcixna, A H R. Essay# on Wkeai The Macmillan Company Aeir 
York 1920 See also KnxorGB Hvch B and Lvct W Raw ilatervilt of 
Industndlism Thomas Y Crowell Companj, I»ew Tork, 19^ 

* Webster^ t Ihdvmarv 
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in China to 8 or 10 bushels per year in Italy and France. British 
and United States consumption per capita is 5 or 6 bushels a 
year; German consumption is lower — about 3 bushels, rye, barley 
and potatoes sendng as substitutes. In India and Japan per 
capita wheat consumption is only about 1 bushel or less per year.^ 

Wheat-produciug regions are determined largely by climatic 
and economic factors. The crop is not grown extensively in 
warm, humid climates because of damage from diseases that 
thrive under these conditions. Production in extremely arid 
regions is likewise limited because the grain will not mature in 
abundance without irrigation where annual rainfall is less than 
9 inches. The principal centers of wheat production are northern 
and central India, western and southern Europe, southern Asia, 
the United States, Canada and Argentina. 

Wheat is an excellent illustration of the wny in which the prin- 
ciple of diminishing returns operates to cause certain industries 
to migrate from regions where population is dense and land is 
relatively scarce to other repons where land is relatively abun- 
dant. The point of diminishing returns in wheat cultivation is 
soon reached in densely populated countries, and the amount of 
labor required for increased production tends to rise. Sparsely 
settled countries with climate and soil favorable to wheat growing 
are thus afforded an opportunity to profit from relatively greater 
efficiency in the wheat-growing industry. The extensive margin 
of wheat cultivation has been moving westward for thousands of 
years. In Roman times it was in the territory which is now 
France and Germany, then the western frontier of civilization. 
Two thousand years later the Americas became an important 
source of wheat supplies. During the last century new areas of 
wheat production have been opened so rapidlj*", and world wheat 
supplies have increased so largely, as to cause a reduction in the 
price of wheat in relation to prices of many other commodities. 
In Fig. 2 is an index of wheat prices superimposed upon an index 
of average prices of aU commodities at wholesale, 1856 to 1936. 
Prices of wheat were appreciably lower in relation to the general 
index of wholesale prices during the period 1890 to 1936 than 

» These data are based upon wheat production, exports and imports of 
wheat and flour, wheat carry-over, and population statistics from Commerce 
Yearbook, U. S. Department of Commerce, 1926, VoL II, and U. S. Depart- 
ment of Agrieullure Yearbooks. 
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they had been during the earlier period— 1856 to about I88O.1 
The opening of low-cost wheat-growing areas in the West, during 
the nineteenth centxiry, contributed to a general reduction in 
wheat prices and to a substantial increase in movements of wheat 
from the Americas to Europe. 

At the present tune wheat ranks among the principal exports 
of 13 countries and is an important import of more than 29 coun- 
tries.^ In Table 7 is a list of the principal wheat-exporting and 
-importing coimtries with average annual amounts exported and 
imported for the periods 1910 to 1914 and 1925-1929, and for 
the crop year 1934-1935. Of the exporting coimtries Canada, 
Argentina, the United States and Australia rank first. The 
United Kingdom is far in the lead of the importing countries and is 
followed by Germany, Italy, Belgium, France and the Netherlands. 
In wheat-importing countries that produce some portion of their 
requirements at relatively high costs, political pressure is from 
time to time exerted by agricultural classes in favor of imposing 
high import tariffs on wheat. Other groups — particularly manu- 
facturers seeking export outlets — ^are likely to favor low wheat 
tariffs or free trade in wheat with a view to reducing costs of 
living and wages. In consequence of conflicting iuterests on the 
part of different producing groups, a number of countries have 
experienced bitter political controversies over agricultural tariffs 
as the extensive margin of wheat cultivation has moved west- 
ward. Such a controversy was at the heart of the “com law” 
issue in Great Britain at the middle of the nineteenth century 
and the “agrarian versus manufacturing state” issue in Germany 
about the end of the nineteenth century. Also the present-day 
United States “farm problem” centers about a conflict somewhat 
similar in character. In this case United States wheat farmers, 
suffering from the competition in European markets of low-cost 
grain from Canada, Argentina and elsewhere, are clamoring for 

^ In England about the middle of the nineteenth century two days’ wages 
of a building laborer were required to purchase a bushel of w'heat; in 1914 
only one day’s wages for a similar class of work were required to purchase a 
bushel of wheat. Data from J. R. McCulloch, The British Empire, London, 
1854, Vol. I, p. 696, The Ministry of Labour Gazette, London, October, 1925, 
p. 342, and John Eorkland, Three Centuries of Prices of Wheat, Ffour and 
Bread, published by the author at Borough Polytechnic Institute, London. 
1917, p. 33. 

* Agricultural Statistics, IT. S. Department of Agriculture, 1936, p. 23. 
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Tasu 7 — International Trade is Wheat* {lNCLTn)D.o FLOtra) 
(Thousands of 60-pound bushels) 


Country 

1910-1914 

Average 

1025-1929 

Average 

1934-1935 


Imports 

Exports 

Imports 

Exports 

Imports 

Exports 

World total’ 

S92,99S 

796,931 

770,057 

849,010 

542,129 

629,479 

Principal exporting 
countnes 






United States 

1,801 

107,102 

15,815 

170,077 

25,134 

21,532 

Canada 

4i'i 

01,286 

796 

307, 64C 

970 

169,630 

Argentina 

2 

85,22(1 

1C 

159,377 


187,000 

Hungary 

7,214 

49.116 

f 

23,53£ 

( 

12,499 

USSR. (Russia) 

556 

164.862 

t 

20,31£ 

2,198 

4,286 

Rumania 

196 

54,63C 

7£ 

6,522 

7 

3,432 

Bntisb India 

332 

50,821 

8,635 

10,080 

54C 

2,318 

Australia 

7 

49,732 

2 

83,262 


108,010 

Pnoeipal importing 
countnes 






United Eingdom 

219,474 

3,736 

215.665 

11,36£ 

209, 7S£ 

7,690 

Germany 

91,851 

23,300 

85,66£ 

11,527 

14,742 

3,547 

Italy 

56,431 

3,637 

76,212 

2,014 

19,022 

8,599 

Belgium 

72,877 

21,965 

43,482 

2,452 

42,842 

3,092 

France 

44,081 

1,23C 

46,574 

4,170 

29,122 

46,503 

KetherUnds 

80,702 

58,435 

30,05C 

943 

20,555 

1,310 

Brazil 

20,495 

0 

32,83S 

0 

33,765 

0 

Japan 

4,116 

28 

23,158 

5,939 

17,983 

16,419 

Totals 

600,616 

768,101 

578,994 

819,292 

416,675 

595,872 

Pfer cent of world 







total 

86 

96 

75 

96 

77 

93 


i&oCBCii 1910-1911 and 193S-I929 mTgraggg from Vernon Coniure* Yeathooi, U 8> 
Department of Commerve. 1933 p 317, 1931-I93S, Fvrrtgn Commtrt* Ttarbo^ U 8- 
Department of CommrrM, 2936, p 361 

• World totalacorer 33 toll coontneo dependms upon anmben reporting for tberutooe 
jean. Tbej are, tberefotc, not atnetlj comparable altbougb aufSeientlj ao for moat 
pnrpoaea. 

JegisJation that inU pennit 50 nje/£ 02 n of wLeat dmuping Their 
idea is to raise wheat prices in the United States market above 
prices at which competitors sell in Europe Obviously, growers 
in wheatrCTporting countries must submit to prices in their 
domestic markets no higher than those which their exjiort sur- 
pluses will command abroad, unless some form of unified sales 
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control, accompanied bj-- import tariffs, is resorted to. United 
States wheat farmers are protected by import tariffs, but they 
lack unified sales control; hence, their desire for some kind of 
legislation that will enable them to achieve this end. The strug- 
gle for protective wheat legislation in the United States is basically 
just another chapter in the age-old story of the effects of opening 
up new producing areas and the crowding out of high-cost growers 
in older regions. High-cost producers do not give way without a 
struggle. 

Rice. — China ranks first among the countries of the world in 
production and consumption of rice. The rice-growing industry, 
as carried on in China, is much more intensive than most of the 
agricultural industries vdth which Westerners are familiar. This 
condition is partly a result of the fact that technological develop- 
ments have been slow in China and few alternative opportunities 
have been open to increasing numbers of Chinese rice growers. 
The rice-growing industry affords a sharp contrast between 
modem Western and ancient Eastern methods of doing things. 
In China, rice is set out by hand in small flooded plots of groimd 
by men and women who wade in mire that is sometimes knee- 
deep. The fields have been carefully prepared with a cmde 
plow, resembling the shovel of an American corn planter, which 
is drawn by an ox, or the soil may have been dug by hand with a 
large four-pronged mattock. Water is pumped into the rice 
field from a canal or river by the usual Chinese pump. This is 
an endless chain of square wooden paddles working in a box 
trough through which the water is dravTi. Power is supplied 
by an ox hitched to a horizontal wheel that turns as the ox tramps 
round and round, or by men and women who lean on a stout raU 
and turn the pump with their feet, keeping time to lively music 
or a noisy gong. When ready for harvest, the Chinese rice is 
cut with a sickle or billhook, threshed with a flail and beaten out 
of the sheaves b3'’ a buffalo which drags a stone roller over them. 
The rice is winnowed by tossing the grain and chaff into the air 
against the wind, and hulled in stone mortars by heavy hammers 
worked with the foot or swung with the arm. Such of the grain 
as finds its way to market is carried thence on the human back 
or drawn in antiquated carts over almost impassable roads, 
unless by chance the rice farm is near a river or canal that can 
be used as a means of transportation. 
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In contrast with the Chinese method of production, nee is 
grown m the United States m la^e fields that have been plowed 
with a tractor or a modem horse-drawn plow Instead of «ettu]g 
nee shoots out by band, Amencan farmers plant the seed with a 
tractor-drawn or horse-drawn seeder Water is pumped to the 
field by a gasohne engme or 13 run by gravity from some great 
reservoir Before harvestlune the water is dramed from the 
fields, the land dnea out, and the crop is cut with a mechamcal 
''self bmdmg reaper The sheaves are threshed m a mechamcal 
thresher operated by a gasohne engme and the gram is cleaned 
and polished with mechamcal eqiupment It may even be sacked 
with the aid of mechamcal devices and is drawn to the railway 
station or shipping dock in nibber-tired, gasolme-motivated 
tmeks In spite of China’s cheap labor, Amencan farmers export 
nee to China, Japan and Euro|>e to sell m competition with the 
Onental product This fact does not lead to the conclusion that 
machine methods and high wages wUI be successful m produemg 
nee m the West «o cheaply as to offer senous competition to the 
Chmese coohe m his nce-growing occupation Nevertheless, the 
fact that Amencan produced nee is bemg sold m Far Eastern and 
European markets, m competition with the Onental product, does 
suggest that costs of produemg nee in this countrj are not a great 
deal higher than costs of produemg it in the Onent, m spite of the 
fact that Amencan wages are many times greater than the wages 
of coohe labor employed m the Onental nee fields 
Annual world production of nee is estimated to aggregate about 
150 to 200 bilhon pounds as compared with a world wheat crop 
amountmg to around 200 bilhon to 300 bilhon pounds (roughly, 
to 5 billion bushels of 60 pounds each) Less than 10 per 
cent of the world’s nee crop enters mtemational trade as com 
pared with mtemational trade m wheat, amountmg to 20 per 
cent of the crop or more Among the leading nce-importing 
countnes are Bntish Alalaya, Dutch East India, China, Ceylon, 
Germany and France The principal nce-exportmg countnes 
are Bntish India, French Indo-Chma, and Siam ‘ 

Other Cereals — ^Aside from wheat and nee, the more impor- 
tant cereal crops are rye, barley, oats and maize (Indian com) 
'With the exception of rye, these grams are produced primarily 
‘ SoUBCE Foreign Commerce Yearbo^, TJ S Department of Commerce, 
and U S Departmeni of AgrtevUttre Yearbooht 
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for domesticated a n i mal s. They are all used, however, in greater 
or less amounts for human food, and substantial quantities of 
each enter the channels of international trade. Rye and barley 
are produced in greatest abundance in northern Europe; maize 
in North America, and to a less extent in South America; oats 
in Europe and North America. Argentina exports more maize 
than any other country (200 milhon bushels or more some years). 
Argentina’s exports of maize go principally to European coun- 
tries. Lesser amounts of barley, rye and oats enter the channels 
of international trade. In general, the directions of movement 
of these crops between nations is s imilar to that of wheat, viz., 
from Russia and the Americas to Europe and the Orient with 
some flow from the predominantly agricultural coimtries of 
Europe to the more highly industrialized nations of Europe.^ 

POTATOES AND SUGAR 

Potatoes. — ^Potatoes may be divided into two large families: 
sweet and white or Irish. The sweet potato belongs to the 
morning-glory family. It occupies much the same position in 
humid, warm, middle latitudes that the Irish potato occupies in 
humid, cool, middle latitudes. The Irish potato at the present 
time is the more important of the two because it thrives in the 
more densely populated parts of the world and is produced and 
consumed in much greater quantities than the sweet potato. 

Potatoes, like cereals, are rich in starch; they serrn a purpose 
similar to that of rice or wheat in balancing rations. About 90 
per cent of the world’s potatoes are produced in Europe. The 
potato crop of Europe exceeds in volume and approaches in value 
the wheat crop of the world. A reason for Europe’s large potato 
output is the fact that potatoes produce more food value per 
acre than any other staple crop except maize (com).^ Because 

1 Soubce: U. S. Department of Agriculture Yearbooks. 

* One htmdred bushels of potatoes (an average yield per acre for the 
United States and a low yield for European countries) have a fuel value of 
approximately 2,300,000 calories (large) in comparison with about the 
same for 27 bushels of com (an. average per acre yield) and only about 
1,800,000 calories (large) for 20 bushels of wheat, a fair yield per acre for 
either Europe or America. During the o-year period 1921—1925 average 
jdelds per acre of wheat in producing countries ranged from a low of 10 
bushels in Russia to a high of 44 bushels in Denmark. The yield per acre 
in Argentina was 12 bushels, in Canada, 17 bushels, in United States, 14 
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Table 8 — Suoab PRl^cIPAl. Expobtc<g and Iuportivo Cocvntns* 
(Thousands of short tons of 2,000 pounds) 



1909-1913 

Average 

1925- 

1929 

Average 

f 1932 

1934 

World total exports 

World total imports 

7,135 

6,692 

12,543 

12,158 

9,730 
9,355 1 

8270* 

8342* 


Net exports 


Pnncipal exporting countnea ■ 

Cuba* 

1,991 

5,032 

2,890 

2,861 

Dutch East Indies (Java in- , 
eluded)* 1 

1.406 

2,377 

1,666 

1,2W 

Dominican RepubUc* 

92 

354 

4S5 1 

369 

Germany* 

870 

SS 

62 

15* 

Ciechoslovakia* 


792 

435 

179 

Poland* 


251 

196 

111 

Fhiiippute Zslaods* 

176 

610 

1,120 

1.271 


Net imports 


Pnncipal importing countnes 
TTuted States 

2,083 

4,428 1 

2,922 

2,861 

Omted Kingdom 

1,814 

2,l3o 

2,821 1 

1,816 

Bntish India 

6S9 

865 

435 

211 

China 

329 

821 

390 1 

275 

Canada 

297 

435 

42S i 

423 

Japan 

117 

210 ' 

53* 

26* 

France 

Net export | 

209 

1S9 

142 


• tr S Deparfntnl ef AgnfJlwt Tmirbvott 

* Csne sugu 

* B«et lueu 

* Data incomplete 

• Net export. 

• Net import. 

of this fact wheat culture tends to git e way to potato culture in 
thickly populated regions At a time when sentiment for self- 
sufficing nationaliom is sweeping over the world the possibihty 

bushels, in German}', 27 bushels, m France, 22 bushels, and in Italy, 17 
busheb — U S DfjxirirTtcnl cf Atnevlture Yearbool, 1S30, p 602 

A calone (lat^e) is the amount of heat necessary to raise one hter of 
■water one degree centigrade — pE-aai, R-VTmond, TJi« NaXtorCa Food, W. B 
Saunders CompaBy, Philaddphia, 1920, p 29. 
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of a substantial increase in the European potato crop is a con- 
sideration of no little unportance to countries like Argentina and 
Canada which depend for substantial portions of their gnnnn] 
income upon the sale of wheat in European markets. Potatoes 
can be produced in Europe under intensive .systems of cultivation 
and at a cost per unit of food value not much greater than that 
of imported wheat. 

Sugar. — Sugar has two principal sources of supply at the 
present time, viz., the beet-sugar industry, centered in temperate 
Western countries, and the cane-sugar industry of the tropics and 
semitropics — Cuba, Java, India. World annual production of 
sugar (cane and beet) rose from approximately 17 million short 
tons for the crop year 1909-1910, to approximately 32 million 
short tons for the crop year 1930-1931. Among the cane-sugar- 
producing coimtries Cuba, India, Java and the Philippine Islands 
rank first. Among the beet-sugar-producing countries Germany, 
Czechoslovakia and the United States rank first, with France 
and Poland not far behind. 


Table 9. — ^Principal Sugae-pbodecing OoENTErEs' 
(Thousands of short tons) 


' Cane sugar 

Beet sugar 

Country 

1909- 

1910 

to 

1913- 

1914 

Aver- 

age 

1928- 

1929 

1935- 

1936 

Country 

1909- 

1910 

to 

1913- 

1914 

Aver- 

age 

1928- 

1929 

1935- 

1936 

World total 

Cuba. 

India 

Java 

Hawaii 

Philippine Islands .... 
Puerto Rico. ......... 

Taiwan (Formosa) 

Braril. 

Peru 

Dominican Republic.. 

10,539 

2,2S7 

2,649 

1,513 

567 

294 

362 

192 

333 

203 

105 

20,459 

4,527 

3,032 

3,238 

914 

825 
587 
870 

826 
399 
397 

20,038 

2,800 

6,614 

546 

1,008 

1,200 

896 

1,100 

879 

442 

484 

World total 

Germany 

U.S.S.R, (Russia). . . . 

Czechoslovakia 

Poland 

France 

Italy 

United States 

8,824 

2,340 

1,557 

1,221 

703 

SOS 

116 

655 

10,292 

2,054 

1,411 

1,163 

824 

984 

236 

1,141 

10,887 

1,817 

2,315 

616 

488 

1,065 

340 

1,258 


> V. S. Department of AgricuUuTe Yearbook, 1932, and Agricultural StatUtice, U. S. Depart- 


naent of Agriculture, 1936. 
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TMrty*five to fourty per cent of the world’s annual output of 
sugar enters the channels of international trade. The leading 
sugarexporting and -importing countries are listed in Table 8. 
Cuba, Dutch East Indies, the Philippine Islands and the Domin- 
ican Republic are the leading exporters of cane sugar. Germany, 
Czechoslovakia and Poland are the leading exporters of boct 



sugar. India and United States appear in the list of principal 
sugar importing countries (Table 8) and also in the h't of principal 
Bugar-producing countries (Table 9). India’s largo population 
and the long-established use of sugar in India probably account 
for her large aggregate consumption. Rclativcb' high incomes 
and ability of all classes to afford “sneets" in a \ariety of forms 
account for the large annual consumption in the Unitetl Stales. 
Per capita consumption of sugar in the United States, and a 
number of European countries, is shown in Fig. 3. In the early 
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1855 I860 1865 1870 1875 1880 1885 1890 1895 1900 1905 1910 1915 1920 1925 1930 1935 1990 

Fio. — CoMPAiiATivB Pntcns of Suoah and All Commodities, 1866 to 1930 

SouncHH: All-oommoditv wliolosiilo price index of tlio United State*? and sugar pricoi from Aldrich Report, U. S. Senate Report 139 1, 52d Congress, 2d Sos- 
nion, and U. S. nureau of Labor Statistics, Wholesale Prices Series o/ BnUctins, The figure is patterned after Fig. 5, in Kvllough and Killougb, op. cii., p. 02. 
Sco Chap. XXIII of Uie present volume for di.scussion of the relation of general price levels in the United States and other countries. 
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mnctocn thirties, a\erage annud consumption of sugar m the 
Umted States, Denmark and the United Kingdom was more 
than 100 pounds per capita, in Smtrcrland and Sweden, between 
80 and 90 pounds per capita, m Germanj, Norwaj, France and 
Belgium, 40 to 60 pounds per capita, and in the less wealthy 
countnes of Europe, 10 to 30 pounds per capita 

The cost of production and exchange \alue of ‘nigar haie been 
subHantially reduced during the last half centurj bj improied 
tcchmcal methods and the opemng of new producing areas The 
mo\ement of sugar prices in New York from 1S56 to 1930 in 
relation to the whole ale pnee index of all commodities m the 
United States is «hown m Fig 4 Clearly, sugar was much 
cheaper m relation to other commodities m the nineteen twenties 
than it had been in the eighteen ‘'cientics, it was cheaper m the 
lunetccn thirties than m the mnetcen twenties The abnormally 
low pnees of sugar in the csrlj nineteen tiurties cau«ed much 
distress in cane-'ugar-cxportmg countnes, particularly Cuba, 
whore economic and political stability were largely dependent 
upon one industry («ugar production) Dunng the two decades 
immodiitelj preceding the nineteen thirtic«, flows of Amcncan 
capital to Cuba encouraged rapid expansion of sugar produang 
facilities with capital xalucs resting upon exaggerated ideas of 
future earmngs As a result of this ox ercxpansion of the mductry 
in Cuba and similar oxcrcxpansion ckcwhcrc, sugar producing 
countnes all oxer the world (particularly cane-sugar producing 
countnes) haxe been subjected, m recent years, to senous eco- 
nomic disturbances which iiaxc contnbuted not a little to confu- 
sion m the conduct of international commerce the world oxer 

MEATS AND HSH 

Meat — Meat is consumed m greatest abundance in epaivly 
'settled regions where economic dcxclopment is in its early «tagc3 
and in countnes of great uidu'slnal wealth • In a few old and 

* Tte comitrws wtdi gecitest aaanat per eaptta cQnsmnplwn of meat xa 
the 1920 8 were Vew Zcnhnd, AD"tralia, ArKentina, Unite<l States Canada 
United Kingdom, Denmark, France and Germany, la the order named. 
The nineteen twenties are probably more reprt“«entativc than the depression 
years of the early thirties. Consumption of meat ranged m the runetcen 
twentira from around 300 pounds per capita per year m Sew Zealand to 
about 100 pounds m Germany — McFaix, It J, The Wcrld"* iltai, D 
Appleton and Company, Sew lork, 1927, pp 570-577 
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densely populated countries like China, India and Japan, tradi- 
tion and habit deeply rooted in years of poverty and an ever- 
increasing pressure of population upon Kmited supplies of land 
have created a strict economy that almost excludes meat from 
the human diet. In sparsely settled regions men hunt, fish and 
collect whatever in the way of food nature offers for the taking. 
In America, and to a less extent in Europe also, hunting is still 
a pastime — & relic of an earlier epoch when people were more or 
less dependent upon wild creatures for a livelihood. The advance 
of Western civilization has not caused carnivorous habits to be 
discarded; instead, it has encouraged a resort to domesticated 
animals for meat supplies. At the present time, cattle, sheep 
and hogs are the principal sources of the world’s meat. 

Cattle are most nmnerous in western Europe, North America, 
South America (Uruguay and Argentina) and India. India has 
twice as many cattle as the United States, three or four times as 
many as Argentina and more than aU European coimtries com- 
bined, but most of India’s devout and superstitious inhabitants 
would rather starve than kill an animal for its meat. Indian 
cattle are beasts of burden and to some extent suppliers of milk. 
In other parts of the world cattle are raised primarily for meat 
and milk. In Europe and America, dairy cows are more num- 
erous in proportion to beef animals than in South America. 
Increasing numbers of people per square mile and intensified 
methods of agriculture have tended to crowd beef animals toward 
the extensive margins of cultivation. From these regions meat 
moves in refrigerator cars and ships to densely populated con- 
sumption centers. 

Sheep, like cattle, are not all raised for the same purpose. 
Merino sheep are raised primarily for their wool. They are 
grazed on semiarid lands that are poorly suited to intensive 
cropping. Dual-purpose sheep, such as the Shropshire and 
Southdown, are better suited to farming areas. They feed, in 
part, upon weeds and grasses that grow upon untillable hillsides 
and ditcb banks and in fence comers, and 3?ield income in the 
form of both mutton and wool. Sheep abound in Great Britain, 
in the Mediterranean countries of southern Europe, in eastern 
Australia, New Zealand, southern Africa, Uruguay and Argen- 
tina. The United States, central and northern Europe, Asia 
and northern AJrica also have goodly numbers of sheep, although 
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the numbers per square mile m these areas are not so great as in 
the regions first cited 

The swine is not a range ammal Onginating m the forest and 
later domesticated its habits are adapted to a nch and concen 
trated diet of grams nuts and garbage Swine for pork produc- 
tion are mo'*! numerous m the thickly populated regions of 
western Europe and the United States Chma has a great many 
hogs but they are scrawny creatures which serve chiefly as scaven 
gers of a densely populated region without modem facihties for 
the disposal of waste rather than as a source of food supply 

Cattle sheep and swine are raw matenals of meat paclang a 
modem Western mdustry At the present time the largest 
meat packing centers are to be found in the United States and 
Argentina Prior to about 1870 the meat trade of the world 
was localized owmg to restncted transportation facilities Before 
the era of modem transportation and rcfngeration densely 
populated cities were supphcd with meat from adjacent rural 
communities If the animal industries in the hinterlands of 
great cities could not supply meat in abundant quantities pnces 
increased and consumption decreased At the same time nulhons 
of meat ammals were being kiUed m sparsely settled lands like 
Argentma and western Umted States for their skms— the meat 
semng no better purpose than food for vultures IVith the 
commercial de\ elopraent of artificial refrigeration in the eighteen 
seventies and eighteen eighties and impro\ement m transporta 
tion facilities international trade in fresh and preserved meats 
began to supplement an old but relati\ely small commerce in 

Table 10 — Detelopme’^t or the Meat-pack&o Ivdcstbt in UiIiid 
States* 


Year 

lumbers of «age 
earners 

%alue of products 
dollars 

1870 

6 500 

62 000 000 

1899 

68 400 

784 000 000 

1909 

87 800 

1 3o6 000 000 

19‘>9 

122 50) 

3 43o 000 000 

1931 

106 707 

2 181 000 000 

1933 

213 293 

J 490 OOO 000 


■ S<<iti4hcal Ahtiratit o} UniUd SMto. 
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Balt pork and dried beef. The rapidity of development of the 
meat-packing industry is suggested by the figures in Table 10. 

Between 1870 and 1909 the numbers of persons engaged in the 
meat-packing industry in the United States increased more than 
thirteenfold in spite of the introduction of a great many labor- 
saving devices during the period. The value of packer products 
turned out in 1909 was about twenty times as great as that for 
the year 1870. ^ Since 1909 the meat-packing industry has been 
expanding but not at so rapid a rate as in earlier decades. 

Principles of refrigeration applied in storage and transport 
have fostered the development of great centralized meat-packing 
plants not only in the United States but also in Canada, South 
American countries, Australasia and elsewhere. From these 
great packing centers, dressed meats move to aU parts of the 
world. The leading meat-importing countries are the United 
Kingdom, Germany, France and Italy. Statistics of interna- 
tional trade in meat and meat products among the leading export- 
ing and mporting coimtries are given in Table 11. Argentina 
and the United States lead in meat exports; the United Kingdom 
imports more meat than any other country. 

One of the conditions essential to growth of a great meat-pack- 
ing industry — cheap land for producing livestock — has been 
undergoing significant change during the last half century. In 
the United States, land values have increased; the days of free 
range have gone forever. In South America and Africa, new 
regions for the grazing of cattle, sheep and goats and for the 
production of hogs are being opened. Because of increasing 
costs of its principal raw material, the United States meat-pack- 
ing industry will not, in all probability, grow very rapidly during 
the next quarter century. In fact, increasing competition in 
European markets from packer products originating in South 
America, British South Africa and elsewhere may force the meat- 
packing industry of the United States to contract. Already this 
country’s packers have lost most of their export market for beef. 

-Unlike raw rubber, silk, cotton or wool, fat livestock cannot 
economically be shipped great distances to processing centers. 
For this reason the meat-packing industry tends to develop near 
the source of supply of butcher stock and to export its finished 

^ The general price level was somewhat higher in 1870 than it was in 1909. 
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T4BL£ 11 — L'OTBNlTIOSAt TbADC W MeAT AND MeaT PeODCCTS' 



Net exports, thousands 
of pounds 


Axtrage, 

1025-1920 

1034 

Principal exporting countnes 



Argentina 

2,027,061 

1,401,275 

United States 

1,273,280 

673,195 

Denmark 

613,776 

000,203 

Neir Zealand 

441, 460 

624,783 

Uruguay 

396,102 

i 

Australia 

373,471 

428,520 

Netherlands 

323,445 

141,090 

Canada 

117,415 

133,245 

Brazil 

120,492 

140,821 

Other countnes 

234,053 

192,902 

Total 

5,026,173 

4,336,139 


Net imports, thousands 


of pounds 


A\ erage, 
1025-1920 

1934 

Pnaeipal iraportuig countnea 



United Kingdom 

3,009,568 

3,673,511 

Germany 

790,573 

208,540 

France 

230 058 

03,141 

Italj 

214 {M7 

132,770 

Cuba 

170 812 

54 619 

Belgium 

153,014 

84 253 

Austna 

115 007 

12,810 

Czecbosloi-akia 

01,011 

37.615 

Japan 

08 521 

31,074 

Other countries 

23.1.071 

180,172 

Total 

5 702.702 

4 580 580 

Tetai bee! 

1 3 500.279 

1,781,333 

Total pork 

2,130,312 

1,670,750 

Total mutton and lamb 

670,171 

781 679 

Total unelasxifitil 

416,910 

537,813 


l^orACS L' S Drpcrtm^nS •/ *a<t 

V fi. D»p»HQ'oi ct Acneulturt 1934. 

< DaU iaromplaU. 
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p'-oducts rather than to import its principal raw matenal Con 
sequently, de^elopment of meat-packing mdustnes during the 
next half century is most likely to occur m the southern hemi 
sphere, ^\here land is relatively cheap 

The opening of new producing areas has not reduced meat 
prices as was the case with sugar Hon ever, meat supphes ha\e 
increased fast enough to prevent a great increase m pnce Com- 
parati^ e pnces of meat and all commodities at wholesale m the 
Umted States from 1875 to 1936 are shown m Fig 5 
Fish — Fish serves about the same purpose as meat in the 
human diet The proteins and fats in fish are easily digested 
and compare favorably m nutritive value with beef Fish fat, 
and especially fish hvers, also contain ^ aluable vitamins which 
are essential m the prevention of nckets and other diseases In 
many countries where dairy products are high pnced and vege- 
tables scarce, as in Alaska, Labrador and Iceland, all the common 
foods, with the exception of fatty fish, are deficient m vitamm A ‘ 
Most of the world’s fishing is earned on within a few hundred 
miles itom shore, where manse hfe is more abundant than is 
zmdoccan The Atlantic coast of North America, more especially 
the region from New England north, and the Atlantic shores of 
Europe, are bases for the fishing fleets of many nations, which 
bring in annuatlj several hundred million dollars* worth of cod, 
haddock, halibut, hemng, mackerel and other fish In the 
Pacific Ocean the two fishing regions of first significance are the 
shores of the Umted States and Canada, from northern California 
to Alaska, and the coasts of Japan m the Far East The greatest 
salmon fishenes of the world are on the Pacific coasts of Alaska, 
Canada, Wasbmgton, Oregon and northern Cabforma The 
Japanese fishenes are more hke those of the Atlantic coast of 
North Amenca They are of profound significance in the lives 
of Onental peoples who have httle or no meat to serve as an 
appetizer and to supplement the bean m supplying protem as 
balance for a nee diet 

In companson with leadmg mdustnes of the world the fishing 
mdustry is small * In the Umted States, for example, among 
10,000 workmg people in 1931 about 2,400 on the average, were 
1 Tkessi^b Dovald K , SlartJte Prcduels e} Commtree, The Chemical 
Catalog Company, Inc , New York, 1923 Chap XIV 
*Ilnd p 16 
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engaged in primary production. Of these, some 2,150 were 
farmers, about 200 were miners, approximately 35 were lumber- 
men, and only 15 were fishermen. Furthermore the value of the 
world annual fish catch is exceeded by that of the world annual 
wheat crop, the rice crop, the potato crop and other food-produc- 
ing enterprises. From the point of "vdew of particular re^ons, 
however, fishing and fish canning constitute a very important 
occupation and source of income. Alaska, for example, with a 
total population of only 60,000 persons in 1931, employed some 
23,000 persons in fishing and fish canning during the fishing 
season.^ Of the total value of Alaskan shipments to the United 
States in 1931, fish and fish products constituted more than 85 
per cent. Fishing is also an important industry in Denmark, 
Iceland, Newfoundland and Labrador. Among the leading 
commercial nations of the world. Great Britain, France, Spain, 
Portugal, Norway, Canada, the United States and Japan take 
first rank in size of their fishing industries. These eight nations 
collectively account for three-fourths of the total value of the 
world’s annual fish catch. 

DAIRY AND POULTRY PRODUCTS 

Dairy Products, — ^In Europe, North America and Oceania are 
to be found the world’s principal centers of milk production. 
The dairy industry is a product of modem improvements in 
agricultural methods. This fact accounts, at least in part, for 
the insignificant place that milch cows occupy in Oriental agricul- 
ture. In Oriental countries, the change from an extensive type 
of agriculture to the intensive type of Far Eastern agriculture 
as we know it® came before scientific breeding and selection 
developed cows giving high annual yields of milk.® Another 

^ Many of these workers are not counted as residents of the territory 
inasmuch as they reside in Alaska only during the fishing season. Never- 
theless, the fishing and fish-canning industry obviously represents a large 
part of Alaska’s industrial life. 

* See Fxelb, Feedehick V., Economic Handbook of the Pacific Areas, 
Doubleday, Doran & Company, Inc., Garden City, N. Y., 1934, and 
Lee, MaSeIi Peng-Lea, The Economic History of China: A Study of Soil 
Exhaustion, Columbia University Studies in Historj’’, Economics and Public 
Law, New York, 1921. 

* Intensive dairjdng of the kind found in some of the European countries 
followed seventeenth and mghteenth century improvements in agricultural 
methods. 
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probable reason for retarded development of dairying in the 
Onent is tbe fact that the teepmg of milk and milk products 
without ice, artificial refngeration or cool spring water is so diffi 
cult that people in hot climates were virtually unable to make 
good butter or cheese before the recent dei elopment of artificial 
coohng In Chma and Japan, milk production is of httle Hgmf 
icance In India, the large cattle population is about aa useless 
toward a source of milk for human consumption as it is toward a 
source of beef supphea 

Because cattle serve as milk producers, beef producers and 
beasts of burden, no hard and fast lines can be drawn between 
numbers of dairy cows and numbers of cattle for other uses In 
a few countries efforts have been made to separate statistics of 
milch cows from those of other cattle In other countnes only 
statistics or estimates of total numbers of all kinds of cattle are 
to be bad In general, regions may be classified according to 


Table 12 — Milk Yblds per Cow per Year dj Vabjods CoraraitB* 
(Poupdt) 
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the dominance of the dairying or the beef-producing phases of 
the cattle industry. The available statistics indicate that there 
are about 650 million cattle of all kinds in the -world. Rough 
estimates indicate that of this total less than one-third are dairy 
cattle. Europe (including Great Britain and Ireland) and the 
United States are estimated to have considerablymore than half of 
all the dairy cattle in the -world, Europe ha\dng more than twice as 
many as the United States. European coimtries and the United 
States produce an even larger part of all dairy products than 
numbers of cows suggest because production per cow is relatively 
high in these regions. Statistics of average annual production 
of milk per cow in a few representative countries are given in 
Table 12. 

Table 12 indicates that the average yield of -milk per cow per 
year tends to decrease as distances from centers of intensive 
Western agriculture increase. Dairjung has tended to increase 
in the Western world as agriculture became more intensive. In 
the United States, for example, per capita production of milk is 
estimated to have increased more than 25 per cent during the 
last 15 years. Similar tendencies are evident in other coimtries: 
Canada, Australia, Argentina and Europe. 

The largest per capita consumption of milk, butter and cheese 
is to be found in Sweden, Denmark, Switzerland, Germany and 
United States; smaller amoimts of milk and its products are 
consumed per capita by the British and the French, and stiU 
less amounts by the Spanish, peoples in southeastern Europe and 
the inhabitants of less populated countries in the New World, 
such as Argentina, Brazil and Chile. Consumption of whole 
milk is largely confined to producing regions and adjacent cities. 
Derivative products such as butter, cheese, condensed milk and 
evaporated milk do not deteriorate so quickly as whole milk; 
consequently they are better suited to international commerce. 
The aggregate value of international .trade in dairy products is 
in the neighborhood of half that of sugar, and somewhat less than 
half that of wheat. These comparisons suggest the fact that 
world trade in dairy products is of a magnitude of no small 
importance. Directions of the flow of world commerce in classes 
of dairy products which are highly mobile from an international 
point of view are indicated in Table 13. In general, butter, 
cheese and various classes of whole or processed milk move - 
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from the periphery of highly industrialized regions to thickly 
populated manufacturing centers. Denmark, Netherlands, New 
Zealand and Australia rank highest in the export of dairy prod- 
ucts; the United Kingdom and Germany take first rank among 
the importing nations. 

Poultry Products. — Common domesticated fowls,^ turkeys, 
^ ducks, geese, swans, ostriches, pheasants and guinea fowls, are 
all classed as poultry. Such breed names as Peking and Muscovy 
ducks, Brahma, Leghorn, Hambmg, IN'Iinorca, and Plymouth 
Rock fowls (chickens) and Brabant geese are significant of the 
world-wide distribution of poultry. The common barnyard fowl 
occupies the most important place, from an economic point of 
view, among the various classes of poultry. Turkeys and ducks 
are also important. The United States has in the neighborhood 
of one-third of all poultry in the world. China ranks second in 
numbers of poultry. These two countries together have about 
one-half of the world’s poultry. Large numbers of poultry are 
also to be found in Russia, Japan, Greece, Turkey, Italy, Ger- 
many, Austria, Denmark, Poland, United Kingdom, Spain and 
various other countries of western Europe, Canada and South 
Africa. 

The ordinary barnyard fowl is one of the most efficient crea- 
tures on earth from the point of view of converting grains and 
other animal foodstuffs into edible human food with a minimum 
of waste. For this reason, poultry raising and egg production 
are suited to intensive systems of agriculture in densely populated 
regions. The poultry industry is equally well suited to extensive 
forms of agriculture prevailing on isolated farms and ranches, 
where the fowls live upon grains unrecovered in the process of 
harvesting, grass seeds, grasshoppers, bugs and other wnstes, and 
practically take care of themselves. 

Before the development of cold storage the market, both for 
eggs and for poultry, was limited by their perishability. Now, 
however, eggs and poultry are widely distributed. More than 
half a billion dozen eggs in the shell and a hundred million pounds 
of eggs in other forms enter the channels of international trade 
each year. Among the leading exporting nations Netherlands, 
Russia, Poland, Denmark, China, the Irish Free State and Belgium 

' Fowls are sometimes referred to as chickens in agricultural regions of the 
United States. 
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rank high The United Kingdom and Germany rank at the top 
of the hst of importing countnc^ * 

FRUITS AND VEGETABLES 

Fruits and ^ egctables are generally recogmzed to be necessary 
to a satisfactorj diet although their contributions to bodily 
welfare are not always subject to precise chemical measurement 
Laymen have acquired a habit of lumping the relatn ely unknown 
food quahties of fruits and vegetables under the blanket designa- 
tion “vi tam i n s ” Most of the fniits and >egetables supply one 
or more of the ^anous \ntamin3, and m addition serve as appe- 
tizers and supphers of acids and mineral substances 
Vegetables — In common usage the term “vegetable’' agmfies a 
plant cultivated for food Potatoes might be included m this 
category, however, potatoes have been accorded separate treat- 
ment because of their outstanding importance as a source of 
carbohydrates The diversity and small individual importance 
of other vegetables precludes separate and extended treatment 
of each Some kmd of v cgetabic ts adapted to ev ery climate and 
every type of soil where human habitation is large A hst of a 
few of the more common v antics follows 

t toctABLEs or AmcbicaX Oftion 


Beans 

Peppers 

Squash 

Potato 

Com 

Pumpkins 

Tomatoes 

Sweet Potato 


\EGETABLr8 OP OlO-WORLD OlUOD. 


Cucumber 

Beet 

Kale andcollard 

Parsnip 

Eggplant 

Brussels sprouts 

Kohlrabi 

Pea 

Muskmelon 

Cabbage 

Lrek 

Radish 

Watermelon 

Carrot 

Lettuce 

Salsify 

Okra 

CauUSower 

Onion 

Spinach 

Asparagus 

Celery 

Parsley 

Turnip 


Fresh vegetables rank among the leading exports from the 
Netherlands, but their value amounts to less than 5 per cent of 
the total value of all Netherlands’ exports Fresh vegetables 
occupy an ev ea less jaiportant place in the foreign trade of other 
countnes Canned v egctables and dried v egetables (beans and 
peas, for example) also enter the channels of international trade 
However, when international trade m all types of green and 
* For statistics see t/ S DepartmetU of Affncvllure } carbook* and /nl<r- 
naltonal Yearbooks of Aiirvutlural 

There is a comprehenjii e article on the world s poultry industry in In® 
U S DepartmerU of AffrtcvUural Yetsrbook hr the year lQ2i 
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prepared vegetables is taken into account, the aggregate is not 
equivalent to world trade in a staple foodstuff like wheat. Japa- 
nese importation of soy beans is an outstanding illustration of a 
relatively large commerce in an important vegetable. Neverthe- 
less, Japan’s annual imports of wheat exceed her imports of soy 
beans, despite the fact that Japanese wheat imports are smaU in 
comparison with quantities of wheat imported by other countries. 
Examination of the world’s vegetable-producing and -distributing 
industry leads to the conclusion that international trade in vege- 
tables is relatively small. The reasons for this fact are obAnous. 
In the first place, one or another kind of vegetable can be grown 
economically under almost any condition of climate suited to 
large populations; in the second place, vegetable production is 
an intensive industry weU adapted to thickly populated regions; 
in the third place, fresh vegetables are highly perishable, and 
transportation is costly in proportion to their value. 

Fruits. — Fruits, like vegetables, are of so many kinds that one 
kind or another is suited to every condition of climate and soil 
existing in the environs of large human populations. Lemons, 
oranges, apples and grapes are among the more important kinds 
of fruits from the point of view of world trade. Oranges, lemons 
and other members of the citrus fruit family (including limes, 
grapefruit, etc.) thrive in Spain, Italy, Sicily, Syria, Greece, 
Japan, India, the United States, Cuba, Mexico and South Africa. 
Among the principal citrus-fruit-exporting countries Spain, Italy, 
the United States^ and Palestine rank first. Among the citrus- 
fruit-importing countries the United Kingdom, Germany, France 
and Belgium take high rank. 

The apple is one of the most widely distributed of the tree 
fruits. Originating in Europe, it has been transplanted all over 
the world. The principal apple-exporting countries are the 
United States, Canada, Australia, France, Netherlands, Belgium 
and Italy. Among the leading apple-importing countries are the 
United Kingdom and Germany. These two countries absorb 
about three-fourths of the world’s exports of apples. 

Grapes are indigenous to Asia Alinor, southern Europe and 
America. Grapes enter the channels of international trade in 
the fresh state, as raisins and in the form of wine. Wine con- 
stitutes 1 to 3 per cent in value of the total exports of both France 
and Italy. 

^ The United States imports lemons and exports oranges and grapefruit. 
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In addition to citrus fruits, apples and grapes, there are many 
other kinds of fnut which contribute to the world’s food supply 
peaches, pears, plums, cherries and various kmda of hemes for 
example In general international trade mfrmts is greater than 
international trade m vegetables, but not so great as world trade 
m many of the food staples such as wheat 

MISCELLANEOUS FOODSTUFFS 
Coffee — ^About tno-thirds of the worlds annual exports of 
coffee originate in Braul, and about one-bali of the worlds 


Table 14 — ^Wobld Trade tv Coitee* 
(Thousands ot pounds) 




Net exports 



1900-1913 I 
Average 

19'>9 

1934 

Principal exporting countnes 

Brazil 

1 072 282 

1 889 032 

1 871 293 

\ enezucla 

111 328 

141 907 

193 336 

Colombia 

KM 398 

37o 101 

407 961 

Guatemala 

&) 9o! 

97 394 

106 943 

El Sah ador 

61 237 

103 137 

109 93o 

Dutch East ladies 

49 922 

, 178 121 

180 496 

Total 

2 OSo 118 

2 784 692 

2 869 961 




Net imports 



1909-1913 

Average 

1929 

1934 

Principal importing countries 

United States 

863 648 

1 470 532 

1 523 994 

France 

24» 711 

374 72S 

388 5o6 

Germany j 


326 471 

332 617 


94 346 

74 103 



57 620 

103 324 

86 871 

Belgium 

78 111 

8o 260 

lOo 168 

Sweden 

74 462 

90 331 

100 123 

Total 1 

1 812 306 

2 529 749 

2 630 649 


t FoTtign Cemmeret Teariookt U S Departmcat Commerce 
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imports are taken by the United States. The record of coffee 
exports and imports of leading countries for a period of years is 
shovm in Table 14. Parts of Brazil, Venezuela and Colombia, 
where about 90 per cent of the world’s exports of coffee originate, 
are particularly well suited to coffee growing. In these regions 
are high plateaus with well-drained soil, rich in iron and potash 
and w^atered by heavy rainfall that comes mostly in summer 
months. This combination of natural conditions is rare. 

Tea. — Shiest of the tea consumed in Western countries origi- 
nates in the Orient. Economical tea culture requires a large 
amoxmt of cheap hand labor as well as favorable soil and climate. 
British India, Ceylon, Dutch East Indies, China and Japan are 
among the leading tea-exporting countries. 

Other Foodstuffs. — ^In addition to the food products mentioned 
in the foregoing pages, a great many others — spices, nuts and 
bananas, for example — ^make contributions to the streams of 
international commerce and constitute reasons for territorial 
specialization of occupations. 

A CONCLUDING STATEMENT CONCERNING THE WORLD’S FOOD 

INDUSTRIES 

At the present time the principal carbohydrate foodstuffs are 
wheat, potatoes, rice and sugar. Wheat is produced largely in 
Europe, the Americas and Oceania. Europe, exclusive of Russia, 
is a deficit wheat-producing area. Russia, the Americas and 
Australia are the principal wheat-exporting areas. Europe is 
the greatest potato-growing area in the world. International 
commerce in potatoes is confined largely to movements from one 
European country to another. Rice production is largely con- 
fined to the Orient. Oriental rice exports to the West are offset 
by imports of wheat from the West. Sugar moves from semi- 
tropical islands to Europe and America. 

The principal protein foodstuffs are meat, daily and poultry 
products, fish and soy beans. Fish and soy beans are the princi- 
pal protein foods of Orientals. The volume of mtemational trade 
in these foodstuffs is comparatively small. In the West meat 
and dairy and poultry products are the principal protein food- 
stuffs. Meat is tending to move in increasing amounts from 
South America, Africa and Australia to the densely populated 
parts of Europe. Dairying and poultry raising are more inten- 
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sive fonns of agriculture Consequently the great volume of 
commerce m these commodities is between the densely populated 
manufaeturmg centers and near-by agncultural hinterlands 
Vegetable growing and fruit raismg, like dauymg and poultry 
raising, are mtensive forms of agriculture International com 
merce m vegetables and fruits is not, therefore, so great as mter- 
national trade m the great staples like wheat, meat and sugar 
Minor foodstuffs, such as spices, coffee and tea, are assembled 
from distant regions in the Orient, South America, tropical 
islands and elsewhere for consumption in dense population centers, 
particularly those in Europe and North America 



CHAPTER XrV 


POWER RESOURCES 

Inventions are making possible progressively greater utiliza- 
tion of natural power. Already each of the world’s wealthy 
nations has a high per capita utilization of nonhuman energy. 
A rough but very illuminating comparison has been made of the 
ratios of mechanical energy to hmnan energy expended in a few 
of the leading countries of the world.^ According to this esti- 
mate, 35 manpower of mechanical energy are utilized in the 
United States to every manpower of physical human labor. In 
Great Britain the ratio is about 23 to 1; in Germany, 14 to 1; 
in France, 9 to 1; in Italy and Japan, only 2 or 3 to 1. In other 
words, the worker in America where per capita income is greatest 
has at his disposal 30 or 40 mechanical slaves, whereas the English- 
man has only 20 to 25, the German 14, the Frenchman 9 and 
the Italian or Japanese but 2 or 3 such helpers. The extensive 
adaptation of mechanical energy to human use is a comparatively 
new achievement. The steam engine was not utilized for gener- 
ating power for factories until near the end of the eighteenth 
century. The upper stratum of wealth and culture in ancient 
civilizations was made possible by the drudgery of human slaves. 
Wealth today is more largely dependent upon the exploitation of 
nature’s reserves of energy stored in coal and petroleum and 
embodied in the rush of falling waters than it is upon the exploita- 
tion of human beings. 

SOURCES OF ENERGY SUPPLIES 

The ultimate source of energy is one of the many unsolved 
mysteries of nature. For our purposes it is sufficient to say that 
man’s chief source of energy is the sun. Solar energj’' is available 
for use in two forms: day-by-day radiation, and stored-up heat. 
The daily sunshine contributes to the growth of plant and animal 

* The compilation •vras made in the 1920’6. See an article by Thomas T. 
Read, in Mechanical Engineering, May, 1926, p. 531, and Commerce 
Yearbook, U. S. Department of Commerce, 1928, Vol. I, p. 265. 
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life and tran'fcre water from occuti'-, bke« and other low-inn^ 
places to mountain peaks and plateau'* Tvbcnce it down 

ward cxertmp as U falK force that maj be concerted into 
clectncitv The principal «ourcc'^ of «torcd up energy that 
enpnoers thu« far haie found mems for utilmng are coal and 
petroleum \\ ater power, eon! and petroleum tln\ e tl <» world ^ 
macluncrj Inasmuch as tran'^mussion of large quantities of 
clectncitj great distances la a ten expensue process imter 
power ts larpelj n-^ed tnthm a few hundred miles of the power 
site Coal and petroleum are more mobile Thej are «hipped 
all o\ cr the n orld Of these three pnmnrj ‘sources of industrial 
power, t e , falling natcr, coal and petroleum, coal ranks first la 
amounts of cnergj supplied, petroleum prohibit ranb* second, 
and Water power third Complete data on tlas point for the 
whole world are not ataihb'e however, the following estimatw 
for the United States are suggestive 


Tails 15— Soesrss or E-vsecr Uses dj Tax Usirtn Statss‘ 


Coal 

Petroleum 
Natural (ms 
\S atcf power 
Firewo^ 
Work animals 
Wind 


Per Ctnt of Total 
5S 
21 
0 
6 
5 
3 

Less than 1 


• W Ttm, a a if** » fr^m Umtdt I* i'triaairal 

trutpontUon ndmtiwul Tcundition. Oolgnilii* Obi's ilKn p. 3 


The United States obtains from coal and jwtroleum about four- 
fifths of the nonhuraan cnergj which she con«ume^ annuallj 
Thl^ country l* the extreme example of a nation which depends 
pnmanJt upon the inanimate energy of coal and od for its 
motive power The United Stxte‘»coa unies about ore-third cf 
the World s annual output of coil and more thin one-half of the 
world’s jannual ouljiut of petroleum The popuhtion of the 
United States u* onl\ about 0 per cent of total world population 
Thus 6 per cent of the world’s population (that 6 j>er cent rr-iding 
in the Umtc<i States) consumes a third of the coal wluch w pro- 
duced annuallv, and more than one-half tin jv-trolcunu Oth<’r 
nations obtain Lirgcr proportions of tlmr motive jwwir from 
pmmitf* onerjo 1 1 rthermon*, thej combine coal petroleum 
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and water power in different proportions. Europe/ with an area 
equal to about two-thirds that of the United States and a popula- 
tion approximately three times that of the United States, uses 
annually about 40 per cent more coal, 20 per cent more water 
power and less petroleum than is used m the United States.^ The 
so-called “vegetable" civilizations of the Orient — particularly 
China and India — ^have not progressed so far as Western nations 
in substituting the inanimate energy of coal, petroleum and water 
power for the animate energy of human labor in the performance 
of heavy work. Mechanization of Oriental countries is prob- 
ably one of the next great scenes in the panorama of industrial 
evolution. 

GEOGRAPHICAL DISPERSION OF POWER MACHINERY 

During the nineteenth century, systems of power-machinery 
mining, transporting and manufacturing spread m all directions 
from Great Britain as a center. A ^dtal part of the British free- 
trade system of the nineteenth century was the extension by 
British bankers of capital loans to facilitate industrialization of 
the less mechanized countries. During the twentieth century 
Germany, France and the United States have taken places along- 
side Great Britain and have vied with her in efforts to spread to the 
four comers of the earth Western capital and Western techniques. 
So long as unused resources remain to be exploited, improved 
mechanical methods will, in all probabihty, continue to spread to 
industrially backward regions as fast as the stabilization of 
political conditions in these regions will permit. 

Mechanization of industrially backward regions need not follow 
lines exactly parallel to those of Great Britain, the United States, 
Germany or France. Nations that are not abundantly supplied 
with power resources may concentrate their efforts upon the 
development of more light industry and less heavy industry than 
is found in Europe and America. This suggestion does not 
necessarily imply that the people of countries with a dearth of 
power resources are doomed to a condition of low lining standards. 
In a world where commerce is possible, wealth depends as much 
upon scarcity values of goods produced as upon physical volume 

1 Russia excluded, Great Britain included. 

* See Foreign Commerce Yearbook, U. S. Department of Commerce, 1933, 
pp. 312, 332, 337 for data upon which the foregoing generalizations are based. 
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of amounts of goods produced Furfhermore, the contnbution 
of mechanical power to phjeical volume of goods produced is 
conditioned by degrees of engineering and economic efficiency 
achie\ ed m the utilization of •mch power Much of the ongmal 
energy of falling \iater, petroleum and coal is lost m the proces 
of com ersion into useful forms E\cn after the primary energy 
has been converted there is possibiUty of huge wastes resulting 
from creation of unwanted goods or maintenance of plant capacity 
that IS not fully utibzed Also, it is possible that nen sources of 
energy supphes may someday be made aiailable Having 
recogmzed mtangiblc and unpredictable factors of this kind, we 
can probably do no better than to ba«e calculations on the prob- 
abihty that limitations of known fuel rc'^ources will be among the 
factors which condition tcmtonal patterns of mdustry Coun 
tnes deficient m water power, petroleum and coal will, la all 
probabihty be compelled to import fuels, forego the development 
of heavy industnes or work them under relatively unfavorable 
circumstances 


WATER POWER 

In contemplating the growth of trade between highly indus* 
tnabzed nations and more backward regions recogmtion of the 
truism that buying power is limited to selling power drives home 


Table 16 — Scuuabt or the Woeld e Potevital A^^> Dztelofed Watie 
Poweb' 



Potential 

horeepower 

HofsepoTrer 

dereloped 

Percent 

developed 

Africa 

190 9o0 000 

32 9S0 

Less than 1 

South Amenca 

43 700 000 

902 100 

About 2 

Oceania 


363 260 

About 2 


70 700 000 

4 026 150 

About 5 

Europe 

as 122 000 

18 436 000 

About 34 

borth Amenca 

63 S50 000 

21 82o 400 

About 32 

Totals 

44a 722 000 

4o 590 800 

About 10 


« Souse* Faman Comm<rc* TtartKxil X933 In aoil. il cot *11 
oped w*t«r power repnseot the rated rapmtttr oI w»ter wheel* or tnibme* fajUBed ^ 
these tot potenlul power represent tb* tot^ power thst eoald be obulned st or<Ln»w w' 
w*ter ud ms eE enej of 70 per cent [a ih* pimnU. The isetmlled cspmcitr of mehioea 
St eoMtitiCted ptanU STeTmee* two to threw Umee the poteallml power onder eoediooo* *t 








POWER RESOURCES 


159 


the idea that people of undeveloped regions must be assisted to 
produce more goods if they are to buy more goods. Some of the 
undeveloped regions of the vorld are rich in coal; others are poor 
in coal, but rich in the possession of water-power resources or 
petroleum. In Table 16 is a summary of the potential water- 
power resources of the world by continents with estimates of 
percentages developed. 

Inasmuch as the figirres for developed water power in Table 16 
represent the rated capacity of water wheels or turbiues installed, 
and those for potential power represent the total power that could 
be obtamed at ordinary low water and an efficiency of 70 per 
cent in the plant, the percentages of potential water power devel- 
oped are probably high. Possibly five or six times as much water 
power can be developed in Europe and North America as these 
regions now have installed capacity to use. The figures, as 
given, are more suggestive of relative developments in difierent 
re^ons than they are of the absolute extent to which power 
resources in any of the regions are utilized. The significant facts 
which the table brings out are that Africa, South America, 
Oceania and Asia, each and all, have large amounts of unused 
water power, and that Europe and North America have a long 
way to go before industrial expansion may be limited by shortage 
of potential hydroelectric energy. 

Water-power Resources of Africa. — ^Africa ranks first among 
the continents in water-power resources. In Africa, great water- 
falls are located in dark jungles so dense that man can never 
conquer them with his own puny strength. Stanley Falls, a 
series of seven cataracts, located several hundred miles from the 
-mouth of the Congo River, is an example. Stanley Falls is 
surrounded by the Great Congo Forest, a tract of land in Central 
Africa some 25,000 square miles in area. The forest is so dense 
in places that passage may be effected only by forcing a way 
through innumerable creeping plants and between giant trees 
whose interlacing branches shut out the sun. In the northern 
and southern parts of Africa rainfall is comparatively light and 
I potential water-power resources are less abundant. 

Water-power Resources of Asia. — Asia is believed to have 
about one-sixth of the world’s potential hydroelectric power. In 
both India and China are moimtainous areas whence rivers rise 
and rush down to the plains below. India has almost as much 
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water power as tbe United States, China has one-half to two- 
thirds as much, Asia Minor and Iran (Persia), once the seat of 
civilization, have very httle water power and practicallj no coal 
and their reserves of petroleum are fast bemg exhausted by 
Western powers 

Water-power Resources of North and South America —North 
Amenca ranks third among the contments m water power 
resources The fact that a large part of North Amenca's unused 
water power is located upon nvcrs rising m the Rocky Mountains 
and flowing toward the Pacific coast may someday encourage 
greater industnahzation of the Pacific coast area 

South Amenca has about 10 per cent of the world’s potential 
hydroelectnc energy The great Andean mountam system paral- 
leling the west coast of South Amenca and the central plateau 
extending from the Andes across the center of the contment to 
the Atlantic coast are ongm points of nvers runmng west, north 
east and southeast Tbe nudcontinent plateau divides the 
drainage area of the Amazon, runmng northeast, from that 
of the Hio Parand, which rues south In general, rainfall is 
tbe northern half of South Amenca is beav’ier than that in tbe 
southern half, and water-power sites are more numerous In 
Argentina, rainfall is relatively light and power sites are not so 
numerous as they are farther north 

Water-power Resources of Europe and Oceama. — Norway, 
the Caucasus region, Sweden, France, Spain, Italy, Austria 
and Russia are the parts of Europe with greatest water power 
resources The Umted Kingdom is less well supplied vnth water- 
power sites than are many of the less mdustnalized countnes 
on the Continent 

The Pacific Islands which rank highest in water-power resources 
are New Gumea, New Zealand, Borneo and Sumatra New 
Zealand has 10 to 15 per cent as much potential hydroelectnc 
energy as the Umted States 

UTHIZATIOH OF WATER-POWER RESOURCES IN VARIOUS 
COUNTRIES 

Water-power resources are most fully utilized in countnes 
which are m advanced stages of mdustnal development Pigures 
indicatmg for vanous countnes the proportions of potential 
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■water po'wer yet unused are not very accurate because of the 
lack of uniformity in stream flo'ws and because changes in tech- 
nique cause estimates of the potential amounts of available water 
power to imdergo modification. Roughly, Germany uses in the 
neighborhood of one-half to three-fourths of the potential water- 
power supply that is reasonably available under existing condi- 
tions. Great Britaia, France, Italy and the United States use in 
the neighborhood of one-third of their potential water-power 
supply which is reasonably available under existing conditions, 
while other countries use lesser amounts. The term "reasonably 
available’' has no precise economic significance. The general 
idea to be conveyed is that increased demand for hydroelectric 
energy can call intp use large increases in supplj’’ even in the most 
highly industrialized nations of the world, not to mention Asia, 
Africa and South America. 

On the one hand, it is well to know that large potential reserves 
of water power remain to be harnessed in many parts of the world. 
On the other hand, there is a danger of overestunating the relative 
importance of water power as a prime mover in industrialized 
nations as now organized. In the United States, for example, 
water power represents but a small proportion of the total motive 
power of all prime movers in use. FuU use of all the potential 
water power available for use in this country would, in all prob- 
ability, be insxifficient to generate as much power as is now being 
generated by coal and petroleum. During the last quarter 
century, coal as a source of energy has tended to decline in relative 
importance in the United States wiule relative amounts of energy 
derived from oil, gas and falling water have tended to increase. 
Data from which these conclusions are dra'wn are shown in 
Table 17. Inasmuch as energy from these several sources is 
competitive in many important uses, the extent to which the 
trends indicated in Table 17 may continue during decades ahead 
•will probablj’’ depend upon relative costs of production. Costs 
cannot be estimated far into the future with accuracy. 

Although data comparable with those in Table 17 are not 
available for the whole world, such scattered information as is 
available suggests that water power is also increasing in relative 
importance in other parts of the world. The e.xplanation of tins 
fact is probably to be found in improvements in methods of 
generating and distributing hydroelectricity. 


162 


INDUSTRIAL FOUNDATIONS 


Tasle 17— Axvcai. Scrruns or EjctnoT Oinp\!frD rnoM Muttiul 
F crts AM) WAT*n Po«tit nr rtir Unitto States* 
(Equivalents of I eating pon-cr in tnilions of Bntish thermal umts) 


Annual 
average 
or year 

Total 

Coal 

0 1 an< 

gM 

Water power 

Amount 



Per 

cent 

Amount 

Per 

cent 

Amount 


Amount 

Per 

cent 

100 G-I 910 

12 &G 7 

100 

11 000 

fG 

1 SOS 

11 

3 C 9 

II 

1021-1925 

21 SOS 

100 

14 722 

€9 

5 4 S 1 

20 

1 105 

D 

192^1030 

25 002 

100 

15 670 

C 3 

7 542 

30 

1,781 

H 

1935 ‘ 

21 4(3 

100 

n OC 3 


8 173 

3.9 

2 207 

m 


>6«rmc« ScanOMoI AUtrtm •/ 1^* tnitaf p. 3'H) Aiul 193A, p. 3I& 

'PrtUaioArr 


WATER POWER VERSUS PETROLEUM AND COAL 
The range of substitution among petroleum, coal and water 
power u wide Water power does not nipplj lubncatmg oil, 
liquid fuels for outomobilos and airplanes or the raw inaterula 
of a chemical industrj Tho«c needs are supplied b> petroleum 
and coal Vi cter power m the form of cloctnc3t> docs, however, 
Bctitcly compete with petroleum and coal m heating, lighting 
and the supplying of cncrg> for reecbanicail u«e8 In the oper- 
ation of automobiles and airplanes, gasoline is still the pnnnpal 
source of cncrg> The higli efSeicncy of the Die«cl engine gives 
crude oil an advantage in certain classes of shipping In other 
classes of shipping, coal is the pnncipal source of pnmarj energy 
Thus coal and petroleum are belter suitcil than bjdroclectnc 
energy for some uses, but m (he motivation of cicctnc railway 
trams, subways, streetcars and factory maclunerj, and m the 
operation of electric hghting systems, telephone, telegraph and 
bioadcasting stations, bydroclcctneitj is no less scmceable than 
coal- or oil generated electncitj The extent of substitution 
among coal, petroleum and water power is, therefore, as already 
stated, largely a question of relative costs of different methods 
of generatmg cnergj 


PETROLEUM 

Withm the last half century, petroleum has made a unique 
place for itself in commerce and industry It guppbes the motive 
power for automobiles, airplanes and mcreasing numbers of the 
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world’s ships and is the principal source of lubricating oil neces- 
sary to efficient operation of high-speed machinery. The product 
has been known for thousands of j’-ears, but organized extraction 
and widespread industrial utilization had their be^nnings less 
than a centiiry ago. 

Petroleum occurs in many parts of the world. It is secured by 
drilling through rock formations beneath which gas and oil in 
the natural state are confined. Figure 6 suggests the nature of 
geological formations in which oil and gas occur. 



Fig. 6, — ^Typical Geological Formations Showing Positions of Petro- 
leum AND Gas 

SoiTRCES’ From ZiMiniBJiAK, Erich W , World Resources and Induttries, Harper & Brothers, 
New York, 1933, p. 488. Used by pemussiou. 

Inteniational Trade in Petroleum. — World trade in petroleum 
and its products is far flung and fraught with particular inter- 
national significance because of the struggle on the part of strong 
nations to secure petroleum concessions in industrially backward 
regions in South America, Mexico, Iran (Persia) and eisew'here. 
The United States produces about 60 per cent of the annual 
world output of petroleum. This coxmtrj-’s net imports of crude 
petroleum amoimt to onl3’' 4 or 5 per cent of her production. 
Her net exports of gasoline, illuminating oil, fuel oil, lubricating 
oil and greases are four or five times as great in numbers of barrels 
as her net imports of crude petroleum. United States net exports 
of petroleum and its products may, therefore, be considered to be 
in the neighborhood of 10 to 20 per cent of her production.^ 
The figures, which represent the late nineteen twenties and early thirties, 
are subject to change as world conditions of supply and demand change. 
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Afide from the United States \cnczucla Mexico Peru Argen 
tma and Colombia m Amcnca USSR (Russia) and Rumania 
in Europe, and Iran (Persia) and Dutch East Indies in Asia 
are the leading petroleum producing countries (see Table 18) 


Table 18— ^\oRi.D pRODCCTiov or Crctb pETnOLECsi 1913 I?r>6-1930 
AvrnAQE Avo 1035* 

(Thou.*An<lfl of barrtb of 42 U b gtillona) 


Country 

1913 

l(r0-1930 

Average 

1935 

World total* 

3S5 315 

1 310 3S2 

1 012 605 

Amcnea 




United States 

21S 440 

89o 702 

993 942 

Per cent of world total 

5 

03 0 

60 5 

'Mexico 

25 690 

57 7S2 

40 23a 

Tnnidad 

501 

7 2M 

11 671 

^eneiuela 


9j 0S7 

149 113 

Peru 

2 071 

11 "53 

17 067 

Argent na 

131 

789 

14 2o3 

Colombia 


10 417 

17 59o 

Europe 




USSR 

62 SOI 

03 459 

176 6SS 

Rumama 

13 555 

31 501 

61 371 

Poland 

7 SIS 

314 

803 

Asia and Afnca 




Iran (Fers a) 

1 857 

41 391 

57 3(M 

Dutch East Indies 

11 172 

32 360 

43 72^ 

India 

7 WO 

8 431 

n 

Sarawak 

J41 

5 061 

974 

Japan Proper* 

1 OIO 

I 820 

845 

E^t 

03 

1 632 

295 


I Botnm r«rnfn CtmMtrt* tV3<L 

* ledad** eountrlM not (bewn teporatcly 

* laeludft Tnlvsn. 


The aggregate exports of petroleum and its products from the 
countries listed in Table 18 (aside from the United States) equal 
about tbrec-fourtlis of the production of the«e countnes From 
these principal producing regions petroleum and its products 
mo\e to the highly industnalircd areas of <\estem Europe and to 
Japan 
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World’s Oil Reserves. — EWorld production of petroleum has 
increased fivefold in the last quarter century and more than two 
thousandfold since 1860. If utilization continues to increase at 
a rapid rate^ may not the world’s petroleum reserves soon be 
exhausted? No exact knowledge of the extent of petroleum 
reserves is available because of the possibility of discovering new 
fields and of introducing improved methods of extraction. Such 
data as are available pro\ade little evidence as to when the 
world’s petroleum reserves may be exhausted. The professional 
economist is more interested in economic changes that approach- 
ing scarcity of petroleum may cause than in the possibility of 
absolute exhaustion of reserves. Among the possible changes 
that may accompany depletion of petroleum supplies are higher 
prices for gasoline, shifts in principal sources of petroleum sup- 
plies, shifts from oil to coal and development of a shale mining 
industry. In general, the world’s petroleum supplies are widely 


Table 19. — Estim-ites of Petholeum Reserves bt Countrieb' 
(Millions of barrels) 


1 

Country 

‘ . 

Production from the 
beginning of commer- 
cial utilization of 
petroleum to Januarj', 
1936 

Proven reserves, 
January 1, 1936 

United States 

17,593 

10,575 

U.S.S.R 

3,364 

2,830 

Iraq (Arabia) 

38 

2,475 

Iran (Persia) 

642 

2,150 

Venezuela 

1,160 

1,350 

Rumania v 

664 

633 

Dutch East Indies 

680 

450 

Mexico 

1,801 

420 

Colombia ! 

167 

275 

Peru 

185 

138 

British India 

254 

111 

Argentina 

138 

92 

Trinidad 

115 

91 

Others 

499 

375 

Total 

27,300 

21,965 


J^Souece: Garfi.48, V. R., and R, V. Whetsee, in Petroleum Development and Technology, 
pp. 211-214, issued yearly by the .American Institiifeof Mining and Metallurgical Engineers; 
reproduced with the permission of the publisher?. 
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dispersed geographically. The foregoing table, although of little 
significance from the point of view of possible exhaustion of 
resources for reasons already cited, is suggestive of their wide 
geographical distribution. 

The United States, U.S.S.R., Iraq, Iran and Venezuela are the 
countries which lead m "proven reserves” of petroleum. The 
term “proven reserves” means the proportion of known amoimts 
of oil imdergroimd in proven fields at any time that may be 
economically brought to the surface and made available for use. 
Table 19 indicates that the proven reserves of petroleum are 
widely dispersed both in the absolute and in relation to past 
production. 

Comparative Price Trends of Petroleum and Coal. — Prices of 
petroleum, coal and an all-commodity index from 1860 to 1936 
are plotted in Fig. 7. Petroleum prices have increased as com- 
pared with prices of coal and other commodities since 1890. 
Already, substitutes are being sought for the motivation of 
internal combustion engines. One possible substitute is shale 
oil. An abundance of shale rock exists in the United States and 
other parts of the world from which a petroleum substitute may 
be extracted, but at a considerably higher cost per barrel than 
liquid petroleum pumped from the earth. 

COAL 

Coal serves a double function in modern industry. It supplies 
heat for steam raising, and carbon and heat for the smelting and 
working of iron. The nations with large iron and steel industries 
are' those which consume the greatest quantities of coal; the 
United States of America, Germany, France and Great Britain 
are examples. 

Kinds of Coal. — Coal is of four principal kinds; anthracite, 
bituminous, lignite and peat. Anthracite coal has a relatively 
high carbon content (90 to 95 per cent) and is extremely hard. 
Bituminous coal, lignite coal and peat are progressively lower in 
carbon content. Bituminous coal is more plentiful than anthra- 
cite; it is cheaper and is more generally used. Lignite coal is 
low in carbon content and heat value; it is used in relatively small 
quantities. Peat represents an early stage in the process of coal 
formation; it is seldom used where other kinds of coal are 
available. 
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ITses — An onginal feature of the celebration of the Battle of 
Waterloo in London in 1815 was the use of coal gas for pubhc 
lighting In that year, the world's total output of coal was less 
than 15 million tons, in 1915, just a century later, coal production 
had increased to approximately 1,200 milhon tons — an eightyfold 
increase m the short space of 100 years Coal is used for coke 
and gas making, for the motivation of industry, for rail and ocean 
transportation, for residential and business heatmg and for other 
puiposes 

During recent decades, increased consumption of coke has 
paralleled a dechne in production of anthracite coal, reseri es of 
which are less abundant than bituzmaoua coal resen es Beehn-e 
coke plants have gi\en way to by-product coke plants that make 
possible the conservation of gas, ammonium sulphate, benzol, tar 
and other by products released m the process of convertmg 
bituminous coal into coke The utilization of b> product coke 
plants LS but one of a number of coal economies, introduced m 
recent years in coal-using countnes Natural scientists, chem 
ists and fuel technologists are busily engaged in making one ton 
of coal generate as much usable energy as was obtained from two 
tons m years gone by Between 1919 and 1935, the amount of 
coal consumed in the Umted States m the generation of electncity 
was reduced from 3 2 pounds joer kilowatt hour to 1 5 pounds 
per kilowatt hour, a 53 per cent reduction ‘ Similar develop- 
ments are under way m other countnes 

Pnce Trends — In an extractive mdustry such as coal mining 
one would expect the time to come when contmued apphcations 
of labor and capital would bnng forth proportionately smaller 
amounts of product Thus when contmued demand for coal 
necessitates diggmg deeper into the earth and mimng thinner 
seams to secure adequate supplies, the cost of coal would be 
expected to nse However, coal costs have not risen, they have 
declmed In the United States for example the abundance of 
coal reservea^iraprovementsm methods of mining, and transporta 
tion and mcreased efficiency of utihzation have counteracted 
the tendency for diminishing returns to raise coal values In 
spite of the enormous industrial expansion in the couatrj during 
the mneteenth and twentieth centunes, and the ever mcreasing 
demand for fuel, coal pncra have shown no substantial tendency 

^Source Abilraet tte Uruled Siaies 1936 p 348 
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to increase in relation to the average price level of other com- 
modities (Fig. 7, page 166). Anthracite coal mines in the United 
States (principally in Pennsylvania) are deeper and more difficult 
to work than most of the country’s bituminous mines. During 
recent decades, the output of anthracite coal has not kept pace 
with the output of bituminous coal and the manufacture of coke. 
The difficulty of securing anthracite coal appears to have resulted 
in a relative price increase and in reduced consumption as com- 
pared vdth bituminous coal and coke. The statistical bases for 
the conclusion is given in. Table 20. 


Table 20. — United States Production and Prices of Anthracite 
Coal, Bittoiinous Coal and Coke, 1900-1935 by Fh'E-te.ab 

Intervals' 


Production, millions of tons 


Relative prices: 1926 = ICO 


Year 

Anthra- 

cite 

Bitumi- 

nous 

i 

1 

Coke 

Anthracite, 
Egg, tide- 
water, 
N.y. 

Bituminous , 
New River, 
mine nm, 
f.o.b. Cin- 
cinnati 

Coke, Bee- 
hive, Con- 
nellsviUe, 
furnace 

1900 

54 


IS 

31 

44 

64 

1905 

65 


21 

42 

58 

55 

1910 

65 


35 

42 

51 

48 

1915 

89 

442 

42 

44 

55 

44 

1920 

90 

569 

51 

80 

142 

283 

1925 

62 

520 

51 

97 

93 

99 

1930 

69 

468 

48 

94 

91 

63 

1935 

57 

369 

32 

79 

98 

87 


* SouBCES: Statietical Ahsiracls of the United States^ 1910, pp. 639, 541; 1933, pp. 74, 75 
and TJ. S. BiireaU of Labor Statistics, TrAoicsolc Prices Scries of BulLeline, 


International Trade in Coal (Coke and Briquettes Included). — 
About 10 per cent of the coal which is produced annually through- 
out the world enters the channels of international trade. Among 
the leading exporting nations are the United Kingdom, Germany 
and the United States. These three countries export about three- 
fourths of all coal that leaves the country of origin. In terms of 
net exports,^ an even larger proportion of the coal which enters 
the channels of world trade is mined in the United Kingdom, 


' The difierence between total exports and total imports. 
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Germany and the Umted States fVance, Italy and Canada rank 
at the top of the list of coal importing nations Thcee three 
countries take about half of the world’s total imports of coal 
France and Italy look to Great Britain and Germanj as principal 
sources of supply, Canada looks to the United States 

In addition to these 6 leading coal-exportmg and importing 
countries, at least 40 or SO other nations, scattered all o\er the 
globe, import or export appreciable amoimts of coal China 
sends coal to Japan Asiatic Bussia, Australia, Dutch East 
Indies and French Indo-China each have small annual export 
surpluses of coal The Balkan slates, Switzerland, Spain, Portu- 
gal, Denmark, Norway, Netherlands and Sweden secure coal 
from Great Bntain, Germany and Poland and to a less extent 
from Russia Cuba, Argentina Brazil, Peru and other nations 
m South Amenea import small quantities of coal from the United 
States, Great Bntam and Germany Ceylon, the East Indies 
and countnes of the Near East — Persia, Turkey, etc —purchase 
small quantities of coal from whatexer sources of supply may bo 
had at least cost 

World Coal Reserves — ^The location of the world’s principal 
coal resenes is of particular importance in relation to inlenia- 
tional trade because coal is exported and imported and al«o 
because the greacest centers of heavy industry ha\6 m the past 
tended to develop m proximity to coal-mimng regions Since 
the World War, improved transportation facilities appear to haie 
altered somewhat the tendency in question France, for exam- 
ple, has expanded her steel industry through the use of coal 
secured from Germany, and Japan has been securing increased 
amounts of coal from the Asiatic contment for steel manufacture 
Nevertheless, the probability is that for some time to come 
nations with cheap coal xvill tend to dex elop heaxy manufacturing 
mdustnes m place of exporting their coal to distant countnes 
less well endowed xvith fuel resources Among the loading 
nations of the xvorld that are deficient in coal reserves are France, 
Italy and Japan 

Knowledge of the world’s coal r^erxes is not complete The 
best available data are contamed m an extcnsixe compiLation of 
various estimates prepared for presentation at the twelfth annual 
meeting of the International Geological Congress (Toronto, 
1913), and corrected in confonmty with information brought to 
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light since that time.^ The data are even less exact for countries 
like China "which have not been extensively surv^eyed than they 
are for the more progressive countries like Great Britain, Ger- 
many and United States. In general, the world’s reserves of 
anthracite, bituminous and lignite coals are estimated to aggre- 
gate some 6,000 billion or 8,000 biliion tons, enough to last, at 
the existing rate of annual consumption, for several thousand 
years.^ Estimates and calculations of this nature are not suffi- 
cient grounds for dismissing the subject of reserves, however, for 
at least three reasons. In the first place, annual production of 
coal is increasing. Annual world production of coal has increased 
7,000 or 8,000 per cent within the last century, and the end is not 
in sight. In the second place, because the best and most accessi- 
ble reserves are being used first, coal mining in old regions becomes 
progressively more difficult and, unless improved methods are 
introduced, more costly. In the third place, the world’s coal 
resen'-es are not uniformly distributed among all regions. 

Of the estimated total world reserves of coal, about one-half 
is estimated to be bituminous, 40 to 45 per cent lignite, and only 
5 to 10 per cent anthracite. North America is estimated to have 
approximately two-thirds of aU known reserves. About three- 
fourths of North America’s coal (one-half of the world’s kno'wn 
reserves) is in the United States. Canada has most of the remain- 
der. In general. North American coal is of average quality, 
nearly half of it being bituminous. North America has, there- 
fore, the greatest reserve of high-grade coal to be found anjvffiere 
in the world. Either western Europe or Asia ranks second. The 
best available estimates indicate that Asia has as much or more 
coal than Europe, most of it being in Russia and China. How- 
ever, the Asiatic figures are the most dubious of all. Europe 
(including the western portion of the U.S.S.R. and Great Britain) 
is estimated to have only about one-seventh as many tons of coal 
as North America (i.e., about 10 per cent of the world’s known 
reserves). Inasmuch, however, as less than 10 per cent of 

* See Trade Promotion Bulletin 105, The Coal Industry of the World, U. S. 
Department of Commerce, 1930, pp. 13 ff., and Economic Handbook of 
the Pacific Area, edited by F. V. Field, publisbed by Doubleday, Doran & 
Company, Inc., Garden Cits’", N.Y., 1934. 

= Average annual production of coal for the whole world is estimated to 
have been about 1>^ billion metric tons during the period 1921 to 1930 
inclusive. Souhce; Foreign Commerce Yearbook, 1933, p. 332. 
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Europe’a coal is lignite, the comparison between Europe and 
North Amenca is probably more nearly of a magnitude of 1 ton 
m Europe to 4 or 5 m North Amenca ‘ About two-thirds of 
Europe’s coal is m Germany and Great Bntain The remainder 
IS scattered Great Bntain has m the neighborhood of half as 
much coal as Germanj , European Russia has possiblj a fifth to 
a half as much coal as Great Bntam, Poland a third as much as 
Great Bntam, and France possibly a tenth as much as Great 
Bntam Russia is behe^ed to ha\e more coal east of the Ural 
Mountains than she has we^tt of tbe mountains, possibly five or 
ten times as much * Austraha ts estimated to ha%e about as 
much coal as Great Bntam, South Afnca is estimated to ha\e 
possibly a third as much as Great Bntain The remamder of 
Afnca and all South Amenca are less well supplied with coal than 
any of the regions cited, with the exception of France Colombia 
IS belie\ed to ha\c more coal than all the other South Amencan 
countnes combined, she has possibly one>«e\enth as much coal 
as Great Bntam, somewhat more than France 

Two of the world s greatest coal re«er\ es are m use, m , those 
m North Amenca and western Europe The other possible 
reserves of gigantic proportions, those m Asiatic Russia and 
Chma, are not in u«e, m fact there is no certainty that they 
exist The coal resen es m Australia, Canada, theUmon of South 
Afnca and Colombia, South Amenca, appear to be sufficient for 
more or less indu«tnal development along old Imes, but on no 
such gigantic «cale as the industrial developments which have 
taken place m Umted States and western Europe 

Accessibility of Coal Reserves — ^The acce^sibihty of coal 
re«enes depends upon transportation facibties, nearness of 
deposits to the surface of tbe earth and thickness, width and 
contmuitj of seams Among the reasons for Great Bntam s 
rapid mdustnal expansion m the mneteenth century was the 
fact that her coal reserves were near tidewater, easj to get at 
and well smted to her needs Figure 8 «hows tbe location of coal 

^Tbis 13 the approximate ratio of reserves of anthracite and bituminous 
coals in the two regions 

* See Trade Promolum BuOehn lOo pp 170 171 

Mikhatlov, N Sortel Geography Alethuen & Co Ltd london 193o 
P 33 

Fersasi a E., The Scienttfie Study of Sonet iltneral Resources Inra 
Cooperative Publishing Society, Moscow, 1935 
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fields in England and Scotland. Newcastle, Cardiff, Liverpool, 
Glasgow and Edinburgh were all in the midst of coal-mining 
regions whence coal could be had at tidewater for British shipping 
and for export. Newcastle coal, excellent for gas and coke, 
moved to Germany via Hamburg and Bremen, and up the Rhine 
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^ K^’\ Covtred coal measures 
Sotma-ine coal t/or kings 


North 

Sea 
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Fig. 8. — Coal Fields in England and Scotland 
Sottbcb: Trade Promotion Bulteiin 105, TJ. S. Department of Commerce, 1930, p. 70. 


as far as Cologne, to France via HaTTe and to other European 
ports. In the Midland region, coal suited for conversion into 
metallurgical coke lay in close proximity to iron ore. Birming- 
ham, which was situated on the edge of the Black Country coal 
fields and which had had an iron-smelting industry long before 
charcoal smelting gave way to coal-coke smeltiiig, became the 
largest city of the Midlands, and the center of the iron trade of 
this region. Manchester, center of cotton manufacturing, Shef- 






174 INDUSTRIAL FOUNDATIONS 

fieJd, noted for its cutlery, and Leeds, the city of woolen manu- 
factures, were ail surrounded by coal fields.' 

Germany found excellent cokmg coal in the Ruhr district, but 
iron ore had to be transported to it from relatively long' dis- 
tances The German Saar coals proved to be of poor quality 
for coke making, and the adjacent French Lorraine iron ore 
because of its impurities, was not well adapted to early methods 
of iron making Improvements in smelting technique and over- 
land transportation gradually overcame these difficulties, but 
Great Britain’s iron industry was well advanced before these 
improvements were realized. In America, as in Germany, con- 
centration of industrial life about tbe coal fields lagged behind a 
similar development in Great Britain, The richest iron mines of 
the United States are in Michigan and northern Minnesota; the 
richest bituminous coal mines are in West Virginia, Pennsylvania, 
Kentucky and Illinois Rttsburgh, Pennsylvania, and Birming- 
ham, Alabama, are m close proximity to local coal and iron mines, 


Table 21 — Output of Coai> per Person Emploted m Coal Mixdiq 
IN Varioto Countries, 3874 to 1935 


Period j 

United 

Kmgdom 

1 

Germany 

1 

Ranee 

1 

United States 

Bitu- 

minoiu 

Anthra- 

cite 

Total 

Yearly Average Output per Person Employed — ^Tons‘ 

1874-1878 

270 

209 

154 

341 

323 

\ 327 

1894-1898 ■ 

287 

262 

208 

511 

336 

4iT 

1909-1913 

257 1 

256 

195 

698 

449 

1 636 

Daily Average Output per Persoa Employed — Tons* 

1924-1928 

0 98* 

1 05 

0 59 

4 15 

1 85 


1931-1935 

1 1 14 

1 63 

0 81 

4 42 

2 33 

i 


< Report of the Bof/al Commuewn on the Cool /mfuttry (1925), Eia Majesty's SUtioiterT 
Office LcTidc®, 1926. 

* Dat* supplied by the Coal Ceonooues Dinaion ol the TT a Bureau of Mine* Data by 
years comparable with that m tbe top half ot the table ate oot readily aytulable (or the Uter 
years sod the daily figuree are not rrsdify amlaUa for tbe earlier years 
s Four-}rear average because of tbe strike in 192a 

I See Rennard, T A , Allas ^ Bnitsh nrwi World Hislortf, A Wheaton & 
Company, Ltd , Educational Pobbshera, London, 1924, or some other indus- 
trial atl^ of Great Bntam. 
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but both cities were handicapped by inadequate transportation 
facilities prior to the building of a railway system. 

Before the end of the nineteenth centmy, rail transport -had 
removed the location handicap to the extensive development of 
coal mines in the United States and Germany. Great Britain's 
initial advantage, derived from convenient location of her coal 
fields, had given way, and she is now handicapped by inaccessi- 
bility of coal reserves arising from depth of mines and difficulty 
of m in i ng. The output of coal per miner in the United Kingdom 
is now less than a third that in the United States and somewhat 
less than that in Germany (Table 21). 

More than half of the coal now being worked in the British Isles 
comes from depths greater than 900 feet and nearly a quarter 
comes from depths greater than 1,500 feet. Half of the out- 
put comes from seams less than 4 feet in thickness. In the United 
States, the deepest bituminous-coal-mining operations are less 
than 1,000 feet from the surface, and the average depth of shaft 
is only about 260 feet. Many of the mines have no shafts at all. 
Furthermore, 40 per cent of this coxmtry’s bituminous coal output 
comes from seams 6 feet or more in thickness while only about 
20 per cent comes from seams less than 4 feet thick. ^ 

The coal reserves of France are less abundant and less accessible 
than those of either Great Britain or Germany.^ In 1903, 
France produced approximately 34 million tons of coal and con- 
sumed approximately 48 million tons, 14 million tons being 
imported. In 1913, she produced approximately 41 million tons 
and imported about 24 milli on. French production for the 
period 1926 to 1930 averaged about 52 million tons a year; net 
imports amounted to about 15 million tons annually.® 

Belgian coal is abundant in proportion to Belgium’s size, and 
easily accessible, but Belgium is a very small countr 3 ^ Belgian 
production of coal for the period 1926 to 1930 averaged only 

‘ Report of the Royal Commission on the Coal Industry (1925), His Majesty’s 
Stationery Office, London, 1926, p. 127. 

2 This statement holds good for postwar France, after she had regained 
Alsace-Lorraine, as well as for prewar France. 

^SouECEs: Trade Promotion Bulletin 105, p. 135; Commerce Yearhook, 
U. S. Department of Commerce, Vol. II, 1929, and Foreign Commerce 
Yearhook, 1933. 

See Foreign Commerce Yearhook for production figures since the business 
depression of the early nineteen thirties. 
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about 27 million tons a j ear as compared with 52 million tons m 
France and 227 million Ions in the ITmted Ivingdom 

Polish coal is located inland, full exploitation of the mines m 
upper Silesia, Tescben Silesia and the Dabrowa and Cracotv 
basins is limited by inadequate transportation facilities Euro- 
pean Russia’s principal coal mines are in the Donets Basin 
which Ues directly north of the northeastern projection of the 
Sea of Azo\ m the Ulratne In this region, iron and limestone, 
as well as coal, are ailable withm short distances of one another 
Other coal deposits m the western part of Russia are to be found 
in the \ucinity of Moscow, and m the Ural Basm A number of 
coal deposits are known or behe\ed to exist, m Asiatic Russia, 
among the largest are the Irkutsk deposit near Lake Baikal on the 
Sibenan-Mongolian border, some 1,500 miles west of kladiv'ostofc, 
and the Kuznetsk deposit some 500 or COO miles west of Lake 
Baikal (see Fig 9, page 177) A number of other deposits are 
beheved to exist m Asiatic Russia Some coal is to be found, for 
example, in the mcimty of Madno'toL and on Sakhalin Island 
Rail, canal and n\ er transportation have made European Huasia’s 
coal deposits available for use Relatively little has been done, 
as yet, by way of developing Russia’s Asiatic coal resources 
Total coal production of the USSR for the penod 1928 to 1930 
averaged about 37 miUion tons per year USSR production 
for the penod 1931 to 1935 averaged about 80 milhon tons per 
year * 

In China, coal deposits are to be found m almost every provmce 
One of the largest Chinese coal bearing areas is in northern China, 
m Shansi Province, some 500 or 600 miles southwe'Jt of Peking 
Another large deposit is in southern China, some 800 to 1,200 
miles southwest of Shanghai All the Chinese coal fields will 
require improv ements in transportation facilities to make them 
fully available for use * 

Canada, hke Russia and China, posscs'^es coal fields that have 
not as yet been brought into extensive use because they are diffi 
cult to get at and because much of the coal is low in quality In 
the aggregate Canada is estimated to have more coal than all the 
European countries combined This c'Rmpanson is misleading 
howev er, because three-fourths of Canada’s coal is subbituminous, 

> SouBCE Foreign Commerce Yearbo<At 1933, p 332, and 1936, p 376. 

* Trade Promolion Bulletin 105 
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Fig. 9. — Coal Resotjucks op the Would 

SourtCB: Reproduction of FIr. 1, Trada PromoHon DuUciin 105, U. S, Dopnrtmont of Commerce, 1030, p. 14. 
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brown or hgmte, whereas the greater part of Europe’s coal is 
good bituminous Canada has possibly from a third to a half 
as much good bitummous coal as is to be found m Europe The 
largest Canadian reserves of high grade bituminous coal are to 
be found m the Province of Alberta, the Rocky Mountain section 
of Canada (see Fig 9, page 177) This region is mconveniently 
located from the point of view of both Atlantic and Pacific 
seaboard industry The two most industnahzed and populous 
provinces of Canada, viz , Quebec and Ontano, are almost devoid 
of coal resen ea * 

India has, m the aggregate, possibly half as much coal as 
Great Britain Most of it is good quality bituminous, located 
some distance from the eastern seaboard (see Fig 9) India’s 
average annual production of coal during the period 1928 to 1930 
was approximately 23 milhon tons 

As already stated, substantial coal reserves are to be found in 
eastern Australia, southern Africa and northwestern South 
America (see Fig 9) Austraha has already built manufacturing 
mdustnes in the vicinity of her coal mines Australian output 
of coal for the period 1928 to 1930 averaged about 1 1 million tons 
per year The South African coal reserves, which are believed 
to be less than half as great as those of Great Bntam, wait to be 
exploited (see Fig 9) 


CONCLUSIONS 

The most marked distinction between industry of ancient tim^ 
and modem industry is our extensive use of nonhuman energy 
Nonhuman energy in the form of coal, petroleum and falling 
water is converted mto useful forms by means of engmes devised 
and improved during and smee the Industrial Revolution With 
the help of these engines and the machmes which they drive, 
people of our tune work into finished goods vastly more matenal 
than it was possible for the ancients to use Today huge quanti 
ties of raw materials are assembled from widely different points, 
to be converted mto manufactured goods which, m turn, are 
dispersed to consumers in many and distant places 
Nonbuman energy has been employed by man in one form or 
another for many centimes Not untd the mneteenth and 


^ Trade Promotion Bulletin 105 U S. Department of Commerce 
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twentieth centuries, however, did steam engines, internal com- 
bustion engines and hydroelectric dynamos come into general 
use. Employment of these engines has placed a heavy demand 
upon the world’s Imown reserves of coal, petroleum, iron, copper 
and other minerals. Competition for adequate supplies of them 
has increased, and, as a result, the whole fabric of pacific inter- 
national relations is being subjected to severe strain. 



CHAPTER 


METALS AND METALWORKING INDUSTRIES 

Increased utilization of natural power resources has made 
possible the deielopment of gigantic metalworking mdu'tnes 
in Western nations This group of industnes includes such 
undertakings as the mining refining and fabrication of iron, 
copper, aluminum lead zinc, gold, ‘«il\er and other metall?? 
minerals of less importance Metalworking industnes are among 
the most charactenstic features of modem cinlization Let us 
imagine an irreparable destruction of all metai goods and ask 
oui^ehes what would remain Without goods made of iron 
steel copper alununura and other metals there would be no trans- 
portation and comiDumcation ^"stems as we know them, there 
would be no power-dn\en manufacturing sj*stem, no steam 
engines, no electric dimamos, no precision tools Deprived of its 
metalworking industnes cnulization would, m all probability, 
revert to a simple type of handicraft economy The aJl pen save 
importance of metals m modem industry and the unequal dis- 
tnbution of mining refining and fabncatmg «ite3 among cunlized 
nations contnbutes to inequahty m national wealth and pobtical 
power and conditions the character of international trade In 
general, nations with great iron and steel mdustnes are at the 
pre«ent time, the ones n hicb are most n ealthy and most powerful 
from a military point of new 

IRON AND STEEL 

Location and Characteristics of Steel-xnaniuactunngRegions. — 
The initial stages of the iron and steel industry tend to be eon 
ccntrated m a fen countnes For three-quarters of a century or 
more pnor to the late nmcteen twenties, upwards of four fifths 
of the world’s annual output of pig iron was obtained from the 
blast furnaces of four nations viz, the United States Great 
Britain, France and Germany Statistics of pig iron production 
m the«e countnes from 1850 to 1935 are mdicated in Table 22. 
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Table 22. — ^Wohld Peodtjctiox of Pig Irok bt Phixcip.\l Producing 

Countries* 

(Thousands of gross tons) 


Country 

1850 

1890 


1913 


1925 

1930 

1935 

United States. . . 

564 

9,203 

13,789 


36,401 


31.441 

21,373 

United Kingdom. 






6,236 

6,197 

6,427 

Prance 

Igi 

1,931 


5,126 

3,380 

8,358 

9,874 

5,707 



4,585 

8,381 

19,000 

6,931 

10,014 

9,540 

12,598 

U.S.S.R 

All other 

781 

3,372 

6,382 

4,181 

8,494 

158 

6,934 

2,087 

12,2il 

4,933 
16, .500 

12,283 

13,459 





77,714 

61,839j75,336 

78,485|71,847 


> SoTTBCES: 1850 to 1920, from an article by Ohlin R* Kubn, in The Iron Age, February IS, 
1926, p. 484. Data after 1920 from Foreign Commerce TearhookSf IJ. S. Department of 
Commerce. 


In addition to indicating the extent to -whieh the initial stages of 
iron and steel manufacturing are concentrated in a few countries, 
Table 22 suggests directions of change that have occurred in the 
center of gravity of the world’s iron industry during the last 
century. At the middle of the nineteenth centurj’-, British pro- 
ducers dominated the world’s steel-goods markets. The United 
States, Germany, France and lesser nations were just beginning, 
in 1850, to feel the surge of industrial might that for centuries 
had lain dormant in their little-used deposits of coal and iron. 
By 1913, just before the beginning of the World War, the United 
States had taken the leading position as a steel-producing nation; 
Germany had forged ahead of France and Great Britain; and 
Russian production had increased in magnitude sufficiently to 
command special attention along with production of the “big 
four.” As a result of the World War, France obtained large 
iron-ore deposits in the Alsace-Lorraine district. With home- 
mined iron ore and coal, obtained from the Saar and on repara- 
tions account from Germany, France enlarged her iron and steel 
industry during and after the War imtil, in 1930, it ranked in 
pig-iron output second to that of the United States. After 
1930, U.S.S.R. (Russian) production, which had been disorgan- 
ized during the early twenties, forged ahead. German production 
also forged ahead in the early thirties. As a result, in 1935, 
Germany was second in pig-iron production to the United States; 
U.S.S.R., third; United Kingdom, fourth; and France, fifth. 
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The locations of large, modem steel industries are conditioned 
by such factors as (1) easy accessibibty of huge quantities of 
coking coal, (2) accessibility of high grade ore, (3) availabihty 
of capital, (4) demand for the product, (5) a suitable supply of 
labor and (6) busmess leadership Steel may be produced in 
almost any part of the world where iron ore, and coal suited to 
coke making or wood for charcoal occur, but it cannot be pro- 
duced cn masse and at low cost in regions where large amounts of 
iron ore arc not easily accessible, or where coking coal is not 
plentifully airSilable At one tune iron making was a widely 
diffused handicraft industry Small charcoal furnaces were to be 
found m many parts of Europe, Asia and Amenca pnor to the 
tune when charcoal ‘smelting began to give way to coal-coke 
smelting ‘ The shift from charcoal smeltmg to coal-coke smelt- 
ing imtiated a concentration of great iron indu«tnes around the 
world’s coal fields At present, pig u-on and steel production* 
are excellent indices of the location of centers of heavy mdustiy 
Coal IS mined near the great steel centers Where there is coal 
there is power for the dnving of motors and the generation of 

* la Englsad about the middle of the eighteenth century 

* Before the nineteen twenties pig iron and steel ingot and castings pro- 
duction were highly correlated lo spite of a tendency for steel ingot and 
-castings production to puU away from pig iron production smee the World 
War either ^uie remains a reaaonably good index to the locations of 
heavy mdustiy centers 


Tear 

World production 
of p g iron 
(millions of tons) 

World production 
of steel ingots and 
castings (mQhona 
of tons) 

1900 

39 

28 

1910 

&> 

60 

1920 

59 

68 

192o 

75 

89 

1930 

79 

93 

1934 

61 

80 


Boracee Miller »od others of the Nat onsl Bank of Commerce Som* Grtal 
p 73 Doubledar Pege 4 Compasy ^ew York 1923 and the Sltneral /sdastry McGrsv 
TTill Book Company Ine Iveir YcA, aamial The ucreasrd use of scrap iron dunnf 
recent decades has been a reason for the srowine excess of steel product on oxer pre-ifoo 
produehon 
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electricity. Where there is steel there are machines and tools, 
rails, structural shapes and other basic supplies required in the 
building and operation of transportation systems, communication 
systems and factories. The -world’s most intensive industrial 
centers are to be foxmd in eastern and north central United 
States, Great Britain, Germany, France and Belgiiun.* Russia, 
Japan, Australia, Canada, Italy and the lesser states of Europe, 
all have some manufacturing; in fact, almost every nation has 
more or less manufacturing of one kind or another, but in no other 
regions are manufacturing, commerce and finance so intensive as 
they are in the great steel areas of Germany, Great Britain, the 
United States, Bel^um and, in less degree, France. The patterns 
of acthdty surrounding different centers of steel manufacturing 
are not alike as to detail, but all such centers are similar in impor- 
tant respects. The Pittsburgh-Cleveland-Detroit-Chicago area 
in the United States, the Birmingham-Liverpool-Sheffield area of 
Great Britain and the German Ruhr are each and all thickly 
populated; they have blast furnaces, rolling mills and factories 
that turn out a great diversity of iron and steel goods. Metal- 
working machinery, tools, engines, bolts, nuts, nails, wire, pipe, 
stoves, files, saws, scales, pumps, locomotives, rails, structural 
shapes and tin plate are but a few of the many familiar prod- 
ucts made of steel. Other manufacturing industries have been 
attracted to the steel centers — some to provide mining and 
manufacturing accessories and building materials, others to take 
advantage of good labor markets and still others to provide dense 
populations vdth consumers’ goods. 

The time may be near at hand when fuels and fabricating 
materials will be moved in larger amounts to centers where popu- 
lations are dense and labor relatively cheap. Italy and Japan 
may, one day, build giant steel industries -ndth imported coal 
and iron ore. Another possibility is that coal-coke smelting of 
iron may give way to hydroelectric smelting. In this event, 
Brazil might become one of the leading steel-producing countries. 

1 Belgium has a verj' intensive manufacturing system but Belgium is a 
small nation. Belgium and Luxemburg combined have an area of less than 
12,000 square miles as compared -(vith an area of approximately 94,000 in the 
United Kingdom. The population of Belgium and Luxemburg is only 
about 8,000,000 as compared with approximately 46,000,000 in the United 
Kingdom. 



1S4 


INDUSTRIAL FOUNDATIONS 


Many reasons exist for anticipating possible shifts in the center 
of graMty of the world's steel manufacturing industry Few 
reasons there are to suggest that steel will not continue for a long 
time to be the "backbone” of modern industrial cmUzation 

Iron-ore Reserves —Iron ore is associated with coal m the 
manufacture of iron and steel goods, but it does not always occur 
m proximity to coal in tbe natural state Whereas the world s 
greatest reseiacs of coal are to be found m the United States, 
Germany, Great Britain China and Russia the world’s largest 
known reserves of iron ore are in tbe United States, France, 
Brazil, Great Britain and Newfoundland Germany is well 
supplied with coal, but relatively dehcient in high grade iron 
ore Brazil has an abundance of high grade iron ore, but little 
coal Other countnos that possess high grade iron ore m rela 
lively large amounts, but are deficient in coal, are Newfoundland 
Spam and Sweden China, like Germany, is be/ieved to have an 
abundance of coal but to be relatively deficient m high grade 
iron ore Chinas reserves of iron ore are "cattered and are 
behev ed to be of poor quality 

Owing to the facts that techniques of production are under 
going constant change, that political boundaries are unstable 
and that changes m customs and habits are difficult to predict, 
there is no certainty as to which of the less highly mdustnahzed 
regions of the world are most likely to forge ahead m the building 
of iron and steel industries India has sufficient reserves of both 
iron and coal for the development of a large steel industry, and 
already Western industnal methods have penetrated to some 
extent the shell of anaent custom and tradition that obstructs 
the introduction of modem method China has an abundance 
of coal and some iron ore At present she is writhing and seetb 
ing in an apparent effort to break the shackles of ancient modes 
of life and to create a pohtico-cconomic framework of institutions 
suited to modem industry However, even if China soon sue 
ceeds m creating financi^, political and economic institutions 
suited to the development of heavy industries, scarcity of high 
grade iron ore may prevent any such concentration of heavy 
industry m China as that of the Uruted States or western Europe 
Russia has been forging ahead in the creation of a transpor 
tation system, the opening of mmra and the buildmg of factories 
Russia’s known reserves of coal and iron compare favorably with 
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those of Great Britain, and additional resen’es are being found. 
However, the area of the U.S.S.R. is approxiinatelj’' eighty-seven 
times that of Great Britain and the Russian coal and iron reserves 
are scattered. Whether great distances and wide-open spaces 
will prove to be a handicap or a stimulus to the rapid growth of 
great steel-producing centers in Russia, only time can tell. Still 
another region where unexploited reserves of iron ore and coal 
occur in the same general vicinity is to be found in South Africa. 
South African iron-ore and coal reserves are possibly a fourth or 
a third as great as those of Great Britain. Rhodesia and the 
Transvaal may someday equip darkest Africa with barbed-wire 
fences, railroads, bridges and machines. 

International Trade in Iron and Its Manirfactures. — Iron enters 
the channels of international trade in the crude state (iron ore) 
and in the form of manufactures or semimanufactures constructed 
wholly or partly of cast iron or steel. In general, the United 
States, the United Kingdom, France and Germany take first 
rank among countries that export goods made of iron. Two of 
these four nations, viz., Germany and Great Britain, import large 
quantities of iron ore. 


Table 23. — Wobld Trade in Iron Ore* 
(Thousands of tons) 



1929 

1932 

1935 

Imports 

Principal importing countries: 

Germany 

16,685 

13,835 

5,689 

3,397 

9,331 

1,795 

13,839 

10,416 

4,548 

Belgium and Luxemburg 

United Kingdom 

Exports 

Principal exporting countries: 

Prance 

j 

16,146 

10.727 

5.506 

1,334 

! 9,902 
2.219 
1.289 
470 

^ 16,369 
7,597 
1,863 
629 

Sweden 


Newfoundland 


* SotmcE: Foreign Commerce Yearhooks, U, S. Department of Commerce, 1933 and 1936, 
and Commerce Yearbook, U. S. Department of Commerce, Vol. II, 1931. 


Large quantities of iron ore move from France to Germany and 
Belgium, and from Sweden and Spain to Great Britain, Germany 
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and Belgium. Smaller quantities of iron ore move from New- 
foundland to Europe, from Brazil to Europe and America and 
from iron mines to coal supplies in other parts of the world. 
Great Britain has an abundance of iron ore, but it is different in 
quality from the ores she imports from Sweden and Spain. 

Manufactures of iron are of so many different kinds and classes, 
and the foreign trade statistics of leading commercial nations 
are classified in such a diversity of ways that the figures for inter- 
national trade in iron goods are necessarily incomplete. Never- 
theless, the data are sufficiently illuminating to serve as a guide 
in segregating the leading nations which produce a sxirplus of 
iron goods for export from nations which produce insufficient 
quantities of such goods to satisfy their own needs. The terms 
“exporting” and “importing” nations are not employed in this 
cormection because aU the highty industrialized nations carry on 
a large trade with one another in iron and steel goods. The data 
in Table 24 are indicative of the large volume both of export and 
of import trade in iron and steel goods of the United Kingdom, 
France, Germany, Belgium-Luxemburg and the United States, 
the world’s leading iron- and steel-manufacturing nations. 

Two significant facts are portrayed in Table 24. First, the 
five nations listed, viz., the United Kingdom, France, Germany, 
Bel^um-Luxemburg and the United States export large sur- 
pluses of iron and steel goods. Second, each of these highly 
industrialized nations is also a large importer of iron and steel 
goods. In general, these five nations import about one-third or 
one-fourth as much iron and steel goods as they export. The 
remainder of the exports go to less industrialized regions of the 
world. In Table 25 the net exports of heavy iron and steel goods 
and machinery of the five countries in question are contrasted 
vfith gross imports of such goods by a number of less industrialized 
countries. In general, surpluses of iron goods move between the 
great centers of concentrated iron and steel production and from 
them to less industrialized regions. "V^Tiether the trade in iron 
and steel manufactures among the highly industrialized nations is 
based upon cost differentials that will tend to disappear with 
industrial maturity is a question that cannot be satisfactorily 
answered. Up to the present time, differences in the stages of 
industrial development in Great Britain, France, Germany, 
Belgium and the United States have been sufficiently great to 
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Table 25 — World Trade d, Ibov akd Steel MANTTACnrsEs axo 
SrantASCTACTrsEs* 

Leading Surplus-producing Countries and Representative Deficit prodoeicg 
Countries 



Machinerr, 
miUions of dollars 

Pig Iron, steel Ingots, 
shapes, bars, and other 
heavy manufactures and 


Munimaoufacture«, 
thousands of tons 



1020 1 1035 

1929 1 1935 


Net Exports 


Principal surplus-producing 
nations 

United Kingdom 

ISO 

S3 

1.55S 

1,220 

France 

-26‘ 

- 6* 

3.SG6 

1,993 

Germany 

2S0 

97 

3.032 

2,259 

Belgium and Luxemburg 

-24* 

~12* 

3,674 

1 3,297 

United States 

384 

142 

2, DOS 

2,614 


Ckw Imports 


Selected deficit-producing 
oatioru 

Japan 

! 

1 

59 

18 

2,002 

3,146 

Italy 

54 

18 

1,439 

903 

Canada 

94 

23 

048' 

COI 

China 

37 

13 

3S2 

5S0 

USSR. (Russia) 

71 

19 

122 

385 

India 

75 

33 

706 

401 

Netherlands India 

41 

4* 

346* 

171* 

Netherlands 

5C 

18 

1,438 

797 

Argentina 



1,182 

SO 

Australia 

42 

1 12 

406 

155 

Bnti«h South Afnca 

, 30 

I 2-1 

205 

932 


•BDrwn Jfl29 r-irSan* trf II IViO Fartygn Canmmi i 1933t«a 

m« kttd Staixitxeii Abtirmiteflh* Umtnd Slalft 1930 ■od I93« I? S o/Ceo»- 

merce A* »lfM<ly ttatad Itema InrladMl In tb« elasificktion* for the eeTtf*! eonnlne* 
trrated in the tsble ere not Bere»»«nJy comparable In rcDcral etectneal madunery and 
Kitoisobilea and accesaonee are not ineloded in cither of the cUanfiealiooaKirtn. 

» Set importa 

> Platea and aheeta oolr 

*1930 

•1034 
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p. 218. Sco Chftp. XXIli of tlic preaeixt volume for cliscuRsion of Iho relation of general price loveln in the United States and other countries. 
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warrant specialization and a large \ olume of trade in different 
types of iron and steel maniifactures among the«e leading iron 
and steel producing countries 

Price Trends — During the last century co t reducing improi c- 
ments m the iron and steel industry have made po&?ihle at one 
and the same time improvements m the quality of steel goods 
and reduction m their pnees General u<e of ru t-res^tant 'teel 
alloys IS an example of improvement in the quahty of <!teel The 
decline in steel prices is suggested by the mdices m Fig 10 In 
this figure pig iron pnees m the Umted States are compared with 
an all-commodity general pnee mdex from 1850 to 1936 la 
comparuon with the general pnee mdex pig iron pnees were 
lower durmg the penod from 1890 to 1936 than they had been 
durmg the penod 1850 to 1890 Inasmuch as the general pnee 
index shown in Fig 10 mcludes pnees of iron and «teel goods 
(heavily weighted) as weU as pnees of other commodities, the 
declme in steel pnees in relation to the deebne m other commodity 
pnees was even greater than the figure suggests deduction in 
costs of steel is one of the reasons for the large increase m its Use 
durmg the last century Whether steel will be able to maintain 
its present position of predommaoce m the machinery, tram 
portation, and construction mdustnes will depend to a large 
extent upon improi ements that may bring the costs of suhstdule 
metals down to a point where their use is more profitable than 
the use of steel Already aluminum is being substituted for steel 
in some mdustnes Shifts m large segments of demand from 
steel to aluminum may have an important bearing upon the 
location of centers of heavy mdustry and the currents of inter 
national trade Changes of this character in the competitne 
positions of mdustnes and regions is one of the rea'^on® iihy the 
mtemational trade pohcies of particular nations are '^eldom stable 
and permanent 


THE ALTTMirnjM INHIXSTRY 

The alummum mdustry is comparatively new First pro- 
duced m laboratones early m the nineteenth century, aluminum 
became a commeraal product m the eighteen eighties and eighteen 
nmeties Depending upon electrolysis for economical produc- 
tion, the mcrea'ied use of alummum followed commercial develop 
ment and expansion ol the electrical mdustr} About the middle 
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of the nineteenth century, aluminum sold for several hundred 
dollars a pound; in 1895, the price vas down to around 60 cents 
a pound; in 1913, 25 cents a pound ; and in 1935, 21 cents a pound. 
Refined copper in 1935 sold in the United States for 9 cents a 
pound and common bar iron for 2 cents a pound. Duiing the 
45-year period, 1890 to 1935, the price of aluminum declined 
more than 60 per cent, as compared with a reduction in copper 
prices of 40 to 50 per cent, and a small increase in iron prices. 

Among the principal advantages of aluminum, as compared 
with steel, is its lightness. A cubic foot of mild steel weighs about 
487 pounds; a cubic foot of aluminum weighs only 167 pounds; 
the specific gravity of the former metal is 7.8; that of the latter 
only 2,7. Aluminum is used in the manufacture of automobile 
pistons, connecting rods and various other automotive parts, 
in airplanes and airships, in the manufacture of certain kinds of 
paint, collapsible tubes for tooth paste and other compounds that 
are sold in tubes, in the making of kitchen utensils and in the 
compounding of various metal alloys. 

Limitations to lower costs and greatly increased production of 
aluminum are to be found in the technology of refining, not in 
amounts of the metal occurring in the earth’s surface. In fact, 
aluminum is one of the most abundant ingredients of the earth’s 
crust. It constitutes about 8 per cent of the igneous rock in the 
earth’s crust, as compared with only about 5 per cent for iron. 
At present, owing to refining difSculties, bauxite is the only 


Table 26. — Worlp Pbodvctiox of Batxxite* 
(Thousands of metric tons) 


C!ountry 

1929 , 

j 

1933 

1936 

France 

666 

488 

512 

Hungary 

389 

60 

220 

United States 

366 

154 

238 

Dutch. Guiana 

220 

120 

120 

Italy 

193 

80 

170 

British Guiana 

220 

50 

116 

Yugoslavia 

103 

40 

190 

Other countries 

20 

13 

34 

Total 

2,187 

1,005 

1,600 


iSoxtrce: The Mineral InduAtrj/, McGraw-HiU Book Company, Inc., Xew ITorl:, 1933, 
Vota. XLII, XLIV. 
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important commercial duminum ore. Howe\er, the occurrence 
of this particular aluminum compound is widespread, a fact inds- 
cated by the distribution of world production in J929, 1933 and 
1935 (Table 26). 

France ranks first in the production of baurite, but the United 
States ranks first in the production of refined aluminum 
(Table 27). 


TilBLB 27 — WOBtO pBOOOCTtOH OF ALruiNm« 
(Thousands of metne tons) 


Country* 1 

1923 ] 

1033 ] 

1933 

United States 

ec 

39 ^ 

54 

Canada 

17 

16 ; 

21 

France 

18 

IS ; 

22 

Germany 

25 

14 

7t 

Norway 

21 

15 

15 

Switrerland 

20 

12 

10 

Great Bntau 

10 

II 

id 

Italy 

5 

12 

H 

Austria 

4 

1 1 

i 3 

ussn 


4 

1 ^ 

Total 

1 183 

1 139 

1 900 


I Sooscs ;6Ni. \ oU. XLII. .xu\ 


The United Stales and Canada together produce 40 per cent or 
more of the world annual output of aluminum, ^fo^t of the 
remainder is produced in Europe In addition to the bauxite 
mined in southern states of the United States (Arkan«a.^ Gcorgii, 
Tennessee, etc ) this country imports bauxite from the UntUi 
and Dutch Guianas. Large quantities of the compound undergo 
a first process of refining in St. Louis and ucinity. A fir«t 
derivative of bauxite (alumina, AUOj) moves from St. I-ouls to 
Niagara Falls and other hydroclectricsilcs in the United States and 
Canada, w here it undergoes a farther {troccss of refining- 
to the United States, Canada, Germany, France, Norway and 
Switzerland are the highest ranking aluminum-rcCning n-stions. 

At the present time, aluminum docs not enter the chiiinel'’ of 
intcmaliona! trade in such laitje amounts as some of the other 
nonferrous mctal« — copper, for example Its import.xnce fmm 
the point of xicw of international trade lies more in its potcnlialt- 
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ties as a substitute for iron than in its existing volume of inter- 
national commerce. 


COPPER 

The electrical industry upon which aluminum refining depends 
is in its turn dependent upon another nonferrous metal, viz., 
copper. From an economic point of view, no other metal, at the 
present time, can take the place of copper in the- electrical indus- 
try. Silver and aluminum have electrical properties somewhat 
similar to those of copper, but neither can compete successfully 
with copper on a price basis. Silver has a higher degree of 
electrical conducthdtj’’ than copper, but its cost per pound is 
much greater than that of copper. In the case of aluminum, the 
electrical conductmty is so low that even at a relatively low cost 
per pound its use for transmission purposes would be more 
expensive than that of copper. If the electrical conductivity of 
copper be taken as 100, that of silver is approximately 106, and 
that of aluminum, 60. 

Soiurces of Supply. — The leading copper-mining regions of the 
world are in the United States, Chile and Africa (Table 28). 


Table 28. — tVoBLD PBODtrcnoN or Copperi 
(T housands of metric tons) 


Cbimtry 

1913 

1925 

j 

1935 

1 

United States 

i 

ODD 

775 

345 

Chile 

42 

190 

267 



18 

108 

269 

Canada 

35 

51 

189 

Japan 

67 

66 

66 

Mexico 

53 

54 

42 

Spain and Portugal - 

37 

58 

32 

Peril 

28 

37 

30 

Germany 

49 

22 

25 

U.S.S.R. (Russia) 

34 

7 

63 

Yugoslavia 

. . 

7 

39 

Other countries 

71 

60 

87 

Total 

989 

1,435 

1,454 


^ Sottece: The hfineral InduetTy, VoIb. X^XXV, XLIV, AlcGraw-HiH Booh Company. 


New York. 
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In 1935, the United States produced about 24 per cent of the 
world’s output of copper; Chile and Africa together produced 
about 37 per cent. During the last decade, the United States 
production of copper has declined while the production of Chile 
and that of Africa have increased. Because of their abundance of 
high-grade copper ore, crude copper can be mined in Africa and 
Chile at less expense per ton than in the United States. This fact 
taken in conjunction with the trend in copper prices during the 
last two decades (Fig. 11) helps to explain the tendency for the 
quantit}’- of copper mined in the United States to decline. 

International Trade. — The main streams of commerce in copper 
move in two directions. Ore, concentrates, matte and other 
forms of copper in a crude or partially refined state move from 
mining regions to processing plants located in the \ficinity of 
hydroelectrical developments or of coal supplies. From the 
refining plants, copper moves into domestic and foreign consump- 
tion. The United States, German}’’, Great Britain, France and 
Italy are among the more important copper-importing countries. 


Table 29. — Consumption and Imports of Unmanufactured Copper bt 
P fimcip-Ui Copper-consuming Countries* 

(Millions of pounds) 


1 

Country 

Con- j 
sumption i 

Imports 

1 

1935 

1929 

1 

1935 

United States I 

1,158 

459 

3 

3 

Germany 

429 

338 

Great Britain. 

532 

344 

675 

France 

233 

387 

290 

Japan 

294 

11 

154 

Italy 

175 

124* 

48‘ 

U.s's.E 

204 

56 

71 

Sweden 

89 

55 

77 


90 

I = 

s 

RRlfdnm nnrl Tiiivemhnrg 

61 

1 132* 

92* 


296 





. 


• SotmcEs: The Mineral Jndtulry, Vols. XLII, XLIV. and Foreiyn Commerce yearbooks, 


1933 and 1936. 

* Net exports. 

* Alloys included. 

* Alloys not included. 
5 Net import. 
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Gennan, Bntish, French and Italian imports approximate copper 
consumption m tbe«e countries. Japan produces a substantial 
proportion of the copper trhich she consumes, the United States 
and Canada produce for export Copper consumption and iH't 

Table 30 — Usmo States Fobeics Tjube is Cotteb' 
(Milbona of pousds) 


Importa of ore, matte, blister and black copper 


1 

ireo 

HI 

m 

1933 

Country of ongm 

Chile 

200 

78 

45 

130 

Canada 

193 

73 

34 

SS 

Mexico 

no 

no 

SC 

91 

Peru 

125 

ss 

52 

71 

Wnea 

03 

■a 

30 

N 

Other couotnea 

09 


29 

B 

ToU 

S20 

1 375 

|Q|[ 

1 430 


Exports of refined in^ta and liars 



1929 

1931 

1033 

1935 

Country of destination 

Cermanf 

179 

58 

35 

50 

United Kingdom 

175 

9t 

27 


France 

175 

109 

73 


Italy 

S4 

43 

30 

90 

Belgium 

45 

1 

14 



39 

1 7 

Less 


Other countnes 

125 

i 

70 

than 1 
70 

tlan 1 
193 

Total 

1 822 

1 40j 

249 

537 


EIxports of ore, matte, blister and converter copper 


1 

1031 1 

1933 

1933 

Destination 

All countries 

0 3 

45 

IS 

1 Soncs* Ti* i/im*rel teU. 3XII 

XUV sad 

1 a Da«49 at M »«•- 


ar.»«r«it rxvbMi. ms p. m. 






















METALS AND METALWORKING INDUSTRIES 197 

imports data for these and a number of other leading countries 
are given in Table 29. 

The United States has a net export of copi>cr on balance; never- 
theless, she is the Tvorld’s largest copper importer. This country 
imports crude copper, in various stages of preparation, from 
Chile, Peru, Africa, Mexico, Cuba, Canada and elsevhere, and 
exports refined copper and manufactures of copper to European, 
Asiatic and other consuming countries in various parts of the 
world. Statistics of copper imports to the United States and 
exports from the United States are shown in Table 30. 

United States a Copper-refining Center. — ^Among the reasons 
why so large a part of the world trade in copper centers in the 
United States are (1) establishment of large refining plants in 
this country to process the crude copper output of American 
mines and (2) development of foreign sources of crude-copper 
supplies with American capital and under the direction of great 
American copper-mining and -refining companies. In 1935, for 
example, two American companies and their subsidiaries, viz., 
Anaconda and Kennecott, produced between 25 and 30 per cent 
of the world’s total output of copper. Total copper production 
of Anaconda and its subsidiaries in 1935 was approximately 
567 million pounds, or 18 per cent of world production. Of this 
total, 203 million pounds represented the production of the com- 
pany’s domestic mines and 364 million pounds came from the 
mines of subsidiaries operating outside the United States. 

The technique of copper metallurgy is very complicated inas- 
much as it varies with the type of ore to be reduced. In general, 
copper ore goes through one or more smelting processes before the 
copper concentrates move to electrolytic refining plants. Work- 
able ore may contain only 1 or 2 per cent of copper. The product 
of the smelting furnace, called matte, assays on the average 40 to 
50 per cent copper. The matte may in turn be converted into 
blister or pig copper that assays as high as 99 per cent pure, 
before going to an electrolytic refinery, where the last traces of 
impurities are removed. A large part of the copper refined in the 
United States undergoes the electrolytic process. Of the 1,475 
millions of pounds of refined copper turned out by regular 

I The Mineral Industry, Vol. XLIV, the McGraw-Hill Book Company, 
Inc., New York. 
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many, Italy, France, England, Belgium, Spain, Japan, United 
States, Poland, India, Peru and U.S.S.R. In 1934, United States 
production of lead aggregated about one-fifth of world production 
and exceeded that of any other country’-. 

Lead is used in the making of storage batteries, paints, roofings, 
solder, pewter, ammunition, type metal and various other things. 
Because of its occurrence in most of the leading industrialized 
nations of the world, international trade in lead tends to be less 
than that of a commodity like copper, which is mined largely in 
industrially backward regions and consumed in the great indus- 
trial centers. 

Zinc. — ^The principal uses for zinc are m the galvanizing of 
sheets, tubes, wire and shapes, and in the making of brass and 
die castings. United States, Belgium, Poland, Canada, France, 
Germany, Great Britain, Italy, Norway, Russia, Australia and 
Japan are among some 20 or more important zinc-producing 
countries. Among the principal zinc-importing countries are 
France, Germany and Great Britain. International trade in 
zinc, like that in lead, is small relative to world production. 

Tin. — One of the principal uses for tin is in the manufacture 
of tin plate by applying a light film of tin to thin rolled sheets of 
steel. Tin also goes into the making of solder, babbitt, bearing 
metals, bronze, brass and chemicals. More than half of the 
world’s annual output of tin comes from Malaya, Dutch East 
Indies and Siam. Other important tin-producing regions are 
Bolivia and China. Small amounts are produced in India, 
Nigeria, Australia, Great Britain, South Africa, Spain, Portugal, 
Japan and elsewhere. The principal tin-consuming countries 
are the highly industrialized nations of Europe and America. 
The United States alone consumes in the neighborhood of one-half 
of the world’s annual production. 

Nickel. — ^The bulk of nickel production, like that of tin, is 
concentrated in a few countries, hence, the volume of interna- 
tional trade is large in proportion to annual production. More 
than 80 per cent of the world’s annual supply of newly mined 
nickel comes from one region, viz., the Sudbury district in the 
ProAunce of Ontario, Canada. The most important use for nickel 
is in the making of tough steel alloys for use in automobiles, 
machinery and other metal manufactures. The leading consum- 
ing countries are those with the large iron and steel industries. 
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Other Alloy Metals —Like nickel, the other «fteel alloy medals 
find their largest sale and initial u^e in iron- and <^teel mai ufac 
turmg countries toward which they nio% e through the cham-els 
of international trade from mines in vanous parts of the wodd. 
Canada and Belgian Congo are the prmcipal sources of cobaH 
supplj It IS u«ed in the making of corrosion resistant ‘deel 
alloj s Chromium, used m making tough steel alloys, for the 
manufacture of sprmgs, safes, cutlery and armor plates, comes 
largelj from Rhodesia, South Afnca, India, Russia, Yugcelavia 
end Turkey Antimonj comes from Chma, where about three- 
fourths of the wodd s annual supplj ongmates Among mmor 
sources of antimony "nipphes are Mexico and Argentma Anti 
mony is used m the manufacture of «mch goods as type metal and 
antifnction bearings for machmerj China ranks high also in 
the production of tungsten Other important •sources of tungsten 
supphes are Burma, Argentina and the Federated Malay States. 
Tungsten is used in the making of tool steel and electnc-Iigbt 
filament^ Another steel alloy on our list is 'i anadium It has 
been in general u«e for industnal purpose® for onlj about a quarter 
of a century Much of the world s supply of vanadium come& 
from Peru and Rhodesia and other South African mines 

The steel alloj's have a particular importance in modem inter 
national trade for two reasons In the first place, the mines in 
many cases are far removed from the great mdustnal centers of 
primary consumption In the second place, «ome, if not all of 
the steel alloys are essential to efficient operation of machine 
industnes as at present operated, hence, the alloy metals are 
essential for national defense This fact and the fact that sources 
of supply are widely scattered clothe the metal alloys with greater 
mteroational economic and pobtical significance than their value 
in peacetime implies 

GOLD AITD SILVER 

Gold and silver are commonlj classified as precious metaL as 
distmct from mdustnal metals such as iron, copper, alununum 
lead and zmc Although gold and sili er have important indu«- 
tnal U'ses, these are ‘secondaiy to monetary u-es Estimates 
mdicate that not more than 30 to 40 per cent of the gold and 
silver produced annually throughout the world finds its way mto 

1 Annual Reports of Vie Director of Vie Hint Government Printing Office 
Waelungtoii. 
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industrial uses. Furthermore, much of the industrially consumed 
gold and silver goes into ornamental articles as distinct from the 
great variety of utilitarian articles made of iron, aluminiun, cop- 
per, lead, zinc and metal alloys. 

The large monetary use of gold and silver clothes these metals 
vrith peculiar economic sigmficance. Price levels of the Tvorld 
tend to fall and rise vdth the ebb and flow of monetaiy stocks of 
gold and silver. Wealth ordinarily is measured and debts paid 
in terms of one or the other metal. Struggle for possession of 
gold and silver has been more or less continuous during the 5,000 
years or more of recorded history; it continues as we write. 

I Principal Sources of Supply —Metals may be divided into 
classes on a basis of durability: those like iron which rust away 
and disappear vuth time and exposure, and those like gold, silver 
and copper which endure indefinitely. The supplies of metals 
in the latter category accumulate vith the ages until annual pro- 
duction becomes a small fraction of the world’s existing stocks. 
No accurate estimates of the world’s stocks of gold and silver are 
available. What little information exists concerning world stocks 
of these metals suggests that annual world production is but a 
fraction of world stocks in spite of the large annual increases in 
world production during the last century. In Fig. 12 are esti- 
mates of world annual output of gold from the beginning of the 
sixteenth century to the present time. Among the significant 
facts portrayed in Fig. 12 are (1) the large increases in annual 
output of gold beginning about the middle of the nineteenth 
century and (2) the large amounts of gold which have come from 
the Transvaal during the last three or four decades. At present, 


TABI.E 31. — World Production op Gold by Countries* 
(Thousands of fine ounces) 


Country or region 

1930 

1934 

1 

Union of South Africa 

10,878 
2,139 ' 
2,102 
467 

10,480 

2,742 

2,972 

887 

United States 

Canada 

AustTfllia 

U.S.S.E 

948 

4,263 

6,586 

All othnr .... 

3,896 


Total 

20,430 

' 27,930 



* SoDBcEs: Foreion Commerce TearboohSf 2933 and 1936. 
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AnnuciJ civerciges 

Fia. 13. — Wonr.D Puoduction of Silveu, 1403 to 1935 

SouncEfl: Annual Reporta ofiha Director of the ^Unt nnel Foreion Commerce Yearhookn, and The Mineral Indiiatry, nnmml publication 
by McGraw-Ilill Book Company, Inc., New York. Tho South American fiRurps for 1545 to 1720 includo Bolivia and Peru and other 
South American countricH. Tho fiffuro ia patterned after Fig. 22 in Kiilough and ICillourJi, op. cU., p. 107. 
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the leading gold-producing countries of the world are the Union 
of South Africa, the United States, Canada, Australia and 
U.S S R. (Russia) (Fig. 12 and Table 31). Gold occurs in taaay 
regions both in the free state and in chemical combinatioia vith 
other elements. 

Silver, unlike gold, is seldom found in the free state. Com- 
monly occurring silver compounds are silver chloride (Ag Cl) and 
silver sulphide (Ag-S). Lite gold, silver is found in many regions. 
Few regions do not have both gold and silver deposits in greater 
or Jess quantities. Regional concentration of mining of the 
metals is determined by costs of mining and refining, which vary 
with such conditions as richness of deposits and chemical nature 
of deposits as they affect refining costs Estimates of world 
production of silver from the beginning of the sixteenth century 
to the middle nineteen thirties are shown in Fig. 13. At the 
present time, Mexico, the United States, Canada, Peru and 
Australia are the leading sU\er-producing countries (Fig 13 and 
Table 32). 


Tabix 32. — WoEiD PaoDCcnoN or StLvza bt Cowrans* 
(Thousands of fine ounces) 


Cooatrr 

1930 

1931 

Mexico 

10o,2(M 

71,119 

United States 

47,721 

32.457 

Canada 

26,413 : 

16,415 

Rfu 

15,500 

10.351 

Aostrslia 

1 10,075 

i 8,675 

All oUicr 

1 42,751 

1 45,752 

Totals 

217,700 

190,859 


> Soncx* fgmfn Cutmtrt* 1933 and 1934. 

Dispersion in World Trade. — ^The operation of economic forces 
which direct the movements of gold and silver into international 
trade is complicated by tbe use of these metals for monetary 
purposes. IHstnbution of world stocks of gold and alrer, par- 
ticularly gold, among tbe various nations is influenced by 
changing general price levels, trade and payment balances of 
commercial nations, discount policies of central banks, specula- 
tion and other influences that control international cxchang" 
rates. The subject is treated furtber in Chap XXIII of the 








CHAPTER XVI 


TEXTHE RAW MATERIALS AND 
TEXTHE-MANDFACTDRING INDUSTRIES 

For hundreds of years cotton, wool, linen and silk were the 
world’s principal textile fibers. In ancient India, China and 
Egsrt, the common people wore cotton clothing and the wealthier 
classes clothed themselves in silks and linens. Silks were more 
abimdant in China and India, linens in Egypt. In the Western 
world, wool and linen were the principal textiles prior to the 
Industrial Revolution. Cotton did not come into general use in 
the West until the eighteenth century. The United Elngdom 
(where the cotton fiber has never been commercially grown) 
imported only about 1 million pounds of raw cotton in 1700.' 
By the year 1800, Great Britain was importing over 50 million 
poimds of raw cotton annually,' and by 1900 her imports had 
grown to more than 1)^ billion poimds annually. The large 
increase in use of cotton in Europe during the last 200 years has 
been due in no small part to invention of the cotton gin in the 
seventeen nineties and introduction of mechanical methods of 
spinning and weaving, which freed the cotton industry from 
dependence upon extremely low-cost labor. 

At the present time, the principal textile materials, both in the 
West and in the East, are cotton, wool, silk and synthetic fibers 
(chiefly rayon). Costs of producing linen have not responded to 
technical improvements so readily as have those of silk, wool and 
cotton. Hence, linen has become a relatively less important 
textile than it was prior to the Industrial Revolution. The 
cotton, wool and silk sections of the world’s textile industrj^ have, 
at present, particular significance from the point of idew of 
international commerce, for two reasons. In the first place, 
production both of the finished goods and of the raw materials 
is so localized as to give rise to a large volume of trade. In the 
second place, shifts in centers of production both of the raw 

^ Donnell, E. J., History o/ Cotton, James Sutton & Co., New York, 1872. 
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matenals and of the finished goods are of such magnitude as to 
cause international fnction 


COTTON 

Sources of Raw-cotton Supplies —United States, India and 
Egypt are among the leading raw-cotton-producing countries 
Trends of production m these three countries from 1900 to 1936 
are shown m Fig 14 During the last two decades the trend 
of cotton production m India appears to have risen somewhat 
more rapidly than that of Egypt and as rapidly as that of the 
Umted States The vigor of Indian competition m the world s 
cotton markets is more sigmficant than the statistics of pro- 
duction indicate, inasmuch as the quahty of the Indian crop 
IS bemg improved more rapidly than that of competmg coun- 
tnes The bulk of the Egyptian cotton is long staple {!}{ 
inch or more) The bulk of the American cotton crop ranges 
in staple length from % inch to l}i mch,‘ whereas much of 
the Indian cotton is less than mcb in staple length 
Statistics of the Indian crop by staple lengths are not so 
complete as tbo«e for the United States crop, but informed 
opinion suggests that the quahty of Indian cotton is being so 
improv cd that a larger and larger proportion is of a staple suS 
ciently long to compete directlj with Aintncan cotton* Another 
cotton growing area that is begmmng to compete vngorously in 
the world’s markets is m Russia Average annual production 
of cotton in Russia for the period 1931-1935 was around 1,900,000 
bales as compared with only about 900 000 bales for the penod 
1909-1913 More vigorous competition appears also to be 
emanating from Chma and Brazil Such data as are available 
indicate that China's commercial cotton crop (the bulk of which 
IS short in staple* length, t e , below % inch) increased from an 
annual average of about 694,000 bales for the penod 1909-1913 

* Staple refers to the modal length of the individual cotton fibers in a 

representafire sample. Ordinsnly SO per ceat or more of the Amenean 
crop ranges m staple length from mch to inch See Cotton Grade and 
Staple Reports for the Umted Stater, JJ S Department of Agnculture, Bureau 
of Agncultural Economics, Washmgton, D G ^ 

* Run, 'W G, "Competing Coftona and United States Production, 
Economic Geography, July, 19^, p 296, estimates that for the producing 
season 1931-1932 approximately 31 per cent of the Indian crop was Ji inch 
to 1 mch m staple length 
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to approximately 2,500,000 bales in 1935-1936 Brarilian and 
Russian production also appear to be increasing at a rapid rate. 
World production of cotton by principal producing countncs for 
the periods 1909-1913, 1921-1925 and 1935-1936 is shown in 
Table 33. 


Table 33 — Woeld Pboductiov op Cottov bt Pskcipal PaonccEfo 
COCVTHIES' 

(Crop jcars beginning August 1 Tlioasands of 478-pound bales) 


Country 

Average, 

1909-1910 

to 

1913-1914 

Average, , 
1921-1922 
to 

1925-1926 

1935-1336 

World total 


21,500 

26,000 

United States 

13,033 

11,516 

10,635 

Mexico 

187 

1S4 

235 

Brazil 

3S7 

568 

1,743 

Peru 

110 

203 

342* 

India 

3,585 

4,523 

4,793 

China 

694 

2.021 

2,500 

USSR. (Russia) 

991 

SOG : 

2,250 

Eopt 

1,453 

1,361 

1,750 

All other 

547 

818 ! 

1,752 


>SonB« V S Dtparimtnl «/ Afruv/dv* 1930. ■nd U a Pepartmsat of 

Agriculture. A^rKUtfiiral Sladctirt. 1930 
• 193i-193& 


The United States ranks firet among the nations of the world in 
both production and exportation of raw cotton. During the 
crop years 1934-1935 and 1935-1936 this country produced 
approximately 40 per cent of the world’s total output of cotton 
and exported about one-half of the aggregate amount which 
entered the channels of international trade British India ranked 
second to the United States in production and exports, China 
ranked third in production^ and Egypt third in exports. The 
principal cotton-exporting and -importing countries for the 
periods 1919-1914, 1922-1926 and 1934-1935, with amounts of 
the fiber exported and imported, are shown in Table 34. 

The American cotton-growing industry began its development 
in response to a demand for raw materials by the Bntish spinning 
and wea\'ing industry' Among the first cotton plantations to be 
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Table 34. — ^iNTERx.^TiojfAL Te-ide in’ Cotton^ 
(Thousands of 478-pound bales) 


1 

Average, ^ 

1910-1914 

A^'erage, | 

1922-1926 

1934-1935 

Net exports 

Principal exporting countries: | 

United States ^ 

8,608 

2,097 

1,444 

i 

6,357 

2,921 

1,448 

4,950 

2.354 

1,669 

British India 

Egypt 

Totals 

12,149 

1 10,726 

1 8,973 



Net imports 


Principal importing countries: 

United Kingdom 1 

4,143 

3,029 

2,230 

Germanj' 

1,921 

1,158 

951 

France 

1,103 

1,271 

920 

Japan 

1,405 

2,268 

3,658 

Italy 

902 

946 I 

747 

Austria 

894* 

130 

141 

Belgium 

385 

286* 

120 


387 

259 


Netherlands 

132 

' 121 

180 

Totals 

11,272 

1 

' 9;468 

1 

8,947 


1 Data for years ending June 30. Soueceb: S. Department of Agriculture Yearboohe 

and Agricultural Statieiice, 1936. 

» Average for Austria-Hungary. 

* Four-year average. 


established in the American colonies were those in Virginia about 
1650. The industry has flourished in North America ever since 
that time. Favorable climate and soil in the South Atlantic 
states and cheap Negro labor have been among the principal 
factors contributing to the success of the industrj^ in this countiy. 
Climate and soil are permanent assets of the cotton-producing 
belt of the United States, but cheap Negro labor, which the South 
has had in the past, is not a condition that is permanent. Conse- 
quently, the time may be approaching when the United States 
■will lose her position of dominance in the raw-cotton markets of 
the world. Europe and the Orient already are looking to India 
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(and to a less extent to China and Brazil) for larger proportions of 
their raw-cotton needs, while Russia is becoming less dependent 
upon foreign sources of cotton supplies. 

Cotton Manufactming. — ^No less significant than the shift in 
principal sources of supply of raw cotton is the changing status 
of spinning and weaving industries in leading cotton-manu- 
facturing nations. Raw-cotton consumption is one of the best 
indices of spi n ni n g and weaving activities. Trends of mill con- 
sumption of raw cotton in Great Britain, United States and Japan 
from 1850 to 1936 are shown in Fig. 15. Great Britain was the 
first nation to make extensive use of power machinery in the 
manufacture of cotton textiles. Her industry grew rapidly and 
soon was supplying cotton goods for consumers all over the world. 
In time, however. Great Britain was forced to meet increasingly 
severe competition in her export markets. In the United States 
cotton manufacturing developed rapidly after about 1870 under 
the shelter of tariff protection. United States mUl consumption 
of raw cotton surpassed British consumption in the eighteen 
nineties and has been above that of Great Britain ever since. 
During the World War and the nineteen twenties, when British, 
German and French industries were disrupted. United States 
cotton manufacturers largely increased their production. How- 
ever, the wartime level of production was not maintained, in the 
United States during the nineteen twenties and thirties. Japan 
also increased her production of cotton textiles during the World 
War years and the period of reconstruction. Unlike the United 
States, Japan was not forced to retrench after the War. Cheap 
labor has enabled Japan consistently to undersell all competitors 
in those cotton-textile markets which were not sheltered by 
import tariffs or otherwise protected against an inflow of low-cost 
Japanese goods. Great Britain’s cotton-manufacturing industry 
suffered a severe setback during the War and has not yet suc- 
ceeded in recovering its prewar status. 

Japan and Great Britain export more cotton manufactures 
than any other countries. Exports of cotton fabrics by these 
and other leading cotton-manufacturing nations are shovm in 
Table 35. The data in this table are not exactly comparable in 
detail because export classifications differ somewhat in the differ- 
ent countries. The German figures, for example, include gloves. 
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Table 35— Expobts op Cotton Fabeics bt Japan Cheat Beith5 
United States Gebvant France and Italy 1929 to 193o‘ 



Japaa 

Great Bntain 

France 

Get 

many 

Italy 

CniUd 

States 

Year 

Mil 

Mil 

Mil 

Kill 

Ml 

Ml] 

MU 

MU 


lions of 

bonsof 

Lons of 

Lons of 

Lons of 

Lons of 

Lons of 



sq yd 

dollars 

sq yd 

dollars 

dollars 

dollars 

dollars 

dollars 

1929 

1 791 

190 

3 671 

483 

106 

101 

78 

79 

1930 

1 572 

134 

2 407 

298 

84 

So 

56 

51 

1931 

1 414 

98 

1 716 

170 

55 

66 

33 

36 

1932 

2 032 

81 

2 198 

152 

38 

32 

26 

27 

1933 

2 090 

77 

2 031 

133 

38 

27 

21 

23 

1931 

2 577 

87 

1 994 

120 

32 

19 

16 

25 

193a 

2 725 

85 

1 919 

115 

28 

16 

10 

20 


‘SointCB Fortttn Cammtree T*» botkt IH33 kcd 1935 uid Stalutual Aii^scU t/Ou 
VntUdStalti U & D«psrtmcat «( Co(DiB<rc« 1933 ftsd 1936 


haiE nets stockmss etc whereas clothing and accessories are 
classiGed separately m Japan Ne\ertbeless the data as pre* 
sented give a rough idea of the export status of the cotton textile 
industries in the several countries Great Britain and Japanranlc 
well ahead of France Germany Italy and the United States. 
Furthermore, Japanese exports are increasing whereas those of 
Great Bntam are decrcasmg Japan forged ahead of Great 
Bntain m yardage of cotton textile exports m 1933 for the first 
tune 

A number of reasons pomt to the probabihty that Japan and 
also China and India will continue to expand then cotton 
manufacturing industries and gradually push Bntish exports out 
of the Onental markets These same reasons suggest that 
Onental cotton goods may offer mcreasmgly vigorous competition 
m North and South American and European markets if not too 
severely handicapped by trade bamera Among the reasons are 
the following 

1 Japan China and India ha\e an abundance of cheap labor 

that 13 capable of high efficiency m cotton manufacturmg 

2 Labor costs are a substantial proportion of total costs of 
cotton textile manufacturmg 

3 Japan China and India are not so well supplied as the United 
States Great Bntam Germany and France with raw matenals 
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necessary for development of low-cost metallurgical industries. 
Furthermore, transportation of metallurgical raw materials is 
more costly than transportation of metal manufactures. 

4. Dense population limits opportunities for extensive develop- 
ment of agriculture in the Orient. 

5. The Oriental countries in the aggregate do not, as 3 *et, pro- 
duce enough cotton goods to supply their own markets, to which 
they have easier access than foreign countries. 

6. The cotton-textile industries of the Orient are in close 
proximity to two important sources of raw-cotton supplies, viz., 
India and China. 

7. Textile manufacturing is an industry that Oriental peoples 
have been familiar with for thousands of years. 

8. Orientals are pro^ung themselves to be very adept at acquir- 
ing improved spinning and wea'rnng techniques developed in 
Western countries. 

The Cottonseed Industry. — ^In the early stages of development 
of the raw-cotton industry in America, the seed from which hnt 
(the cotton fibers) had been removed was a waste product. 
Today the cottonseed brings the farmer about a fifth or a sixiih 
as much income as he obtains from sale of the cotton lint. When 
1,500 pounds of seed cotton are ginned, about 500 pounds of lint 
and 1,000 poimds of seed are obtained.^ The seed is used in 
the compormding of animal feedstuffs, fertilizers, lard substitutes, 
salad oils, cosmetics, soaps, butter substitutes and many other 
useful products. Millions of dollars’ worth of cottonseed prod- 
ucts enter the channels of international trade each year. 

Cotton Prices. — ^The long-time trends of cotton values- are 
affected by such factors as slow-moving changes in habits of 
consumption, discovery of new uses for cotton and changes in 
marginal costs of production through improvements in cropping 
or picking methods and through the opening of new grooving areas. 
In spite of the fact that industrial consumption of cotton in the 
manufacture of automobile tires, belting, imitation leather and 
other industrial goods has largely increased during the last three- 
quarters of a century, values of cotton (cotton prices in relation 
to prices of other commodities) have undergone little change. 

* These proportions vary with the type of cotton. Some seed cotton is 
about one-half lint and one-half seed by weight. 

* Cotton prices in relation to prices of other commodities. 
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Cotton prices and the all-commodity wholesale price index in the 
United States from 1840 to 1936 are shown in Fig. 16. The fact 
that prices of cotton, in terms of prices of other commodities, 
were no greater in the nineteen twenties than they had been in 
the eighteen eighties suggests that the opening of new producing 
areas such as Russia and improvements in methods of production 
in the older producing regions — ^United States, India, China, 
Egypt — were sufficient to prevent production costs from rising 
in response to increased demand.^ Whether during the decades 
immediately ahead the United States, with her high wage scales 
and high living standards, will be able to retain her dominant 
export position in the world’s cotton markets in competition 
with lower wage regions is one of those fundamental considera- 
tions which wiU affect the whole world in so far as it has a direct 
bearing upon the international commercial pohcy of the United 
States and thus an indirect bearing upon the international com- 
mercial policies of other leading nations. 

WOOL 

Producing and Consuming Countries. — Australia, Argentina, 
Union of South Africa and New Zealand are the leading wool- 
exporting countries. From these sparsely settled areas, where 
grazing land is abundant, raw wool moves to manufacturing 
centers of western Europe and United States. Great Britain, 
France and United States rank first among the M'ool-manufactur- 
ing countries of the world. Germany and Japan ranked next in 
importance in 1935. Statistics of raw-wool production, exports 
and imports, and stocks available for consumption by coimtries 
are given in Table 36. 

^ Such data as are available indicate that world production and demand 
for cotton increased substantially between the eighteen eighties and the 
nineteen twenties. Average annual production of American cotton was 
less than S million bales in the eighteen eighties as compared with an average 
annual production of about 13 million bales in the nineteen twenties. World 
production of cotton is estimated to have increased from 16 or 17 million 
bales at the turn of the century (1900) to an average of about 22 million 
bales per annum in the nineteen twenties. Data for world production prior 
to 1900 is too incomplete for a comparable estimate. 

Inasmuch as the increase in world production of cotton has not been 
accompanied by a decline in cotton prices in relation to the aU-commoditj' 
price inde-x (Fig. 16), demand for cotton may be said to have increased in 
the economic sense. 
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Instability of Wool Values.— Clianging conditions of supply 
and demand have not left uool values, in terms of other commodi- 
ties, where they were half a ccnturj' or more ago Since the 
eighteen eighties, wool prices have been substantially lower b 
relation to prices of other commodities than they were between 

Table 36 — Wool Pkodcctiov, Exports ALb Imports, and Srocu 
Available for Cossumptiov dt Cocvtbies* 

(Millions of pounds) 



• bdudvd UL th«»« firm*. Tb»T r«p««al too* 


40 or more eouatnet. 


• N«t oiport 
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the eighteen sixties and the eighteen eighties Wool prices, m 
relation to the all commodity pnce level in the Umted States 
from 1856 to 1936, are shown m Pig 17 The declme m wool 
values after about 3890 appears to have been due m part to 
increased supplies and reduced costs following the extension of 
steam transportation dunng the last half of the mneteeDfli 
century World production of wool increased from about 
1 bilhon pounds a year dunng the eighteen fifties to about 2 billion 
pounds m 1890, 2 800 million pounds m 1900 and btUion 
pounds m 1930 The increase m supphes of wool coming from 
the grassy plains of Australia, Argentina and South Africa was 
not accompanied by corresponding reductions m production of 
wool in older producing sections of Europe because dual purpose 
sheep which provide both mutton and wool, are suited to mten 
sive agncultural systems Wool obtained from the dual purpose 
sheep competes in the world’s markets with the fine, short 
Menno wools produced m outlying areas too I&r removed from 
low-cost transportation facilities or too dry for profitable pro- 
duction of meat 

Another factor which, along with mcreased supphes of wool 
contnbuted to lower prices has been a shift from wool hosiery 
and underwear to ailk hosiery and underwear, particularly m the 
Umted States (Tables 37, 38) 


Table 37 — ^PeodPctiov or Corros Wool axd Sa^ Eosaar js tbz 
TJvited States 1914 1923 ajto 193o' 

(Dozens of paus) 


Kinds of fibera 

1914 

1923 

193o 

All Bilk 

2 Sol 618 

3 119 644 

19 979 7S9 

All wool I 

J 369 492 

619 639 1 

SSI 212 

All cotton 

36 9o2 380 

34 690 9oo 

27 587 230 


I SouBcx B enntal Ctruut a{ ilarnttatP"** </ li« Vnitd Stott* XJ S D«pkr(ae<>i of 
CotameToe 


The figures in Table 37 mdicate substantial trends away from 
vrool hosiery A similar trend has occurred in underwear prodnc 
tion, as indicated m Table 38 

Statistics for hosiery and union suits made of rayon and mixed 
fabncs are not presented m the tables because data for the years 
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Table 38. — Peodection of Cotton, Wool and Silk Union Suits in the 
United States, 1914, 1923 and 1935‘ 

(Dozens of suits) 


Kinds of fibers j 

1914 j 

1923 

1935 

All silk i 

31,714 

147,221 

5,468,730 

93,195 

25,222 

9,411,849 

51 ,355 
20,273 
5,298,280 

All 'W'ool 1 

All cotton 



1 Sottkce: Biennial Census of Manufactures of the United States. 


presented are not comparable. However, there has been a sub- 
stantial increase in their production. 

Changes in the value of a commodity like wool, which enters 
largely into international commerce and represents substantial 
fractions of the value of total exports of one or more producing 
countries, are of more than passing significance in relation to 
international commercial policy. In the nineteen twenties raw 
wool constituted between 40 and 50 per cent of total exports (in 
value) of Australia. A fall in wool prices in relation to prices of 
other international commodities affects Australia’s terms of trade 
adversely. Under such circumstances, Australia is likely to 
resort to legislative devices of one kind or another in an effort to 
recoup her losses.^ Another aspect of Australia’s position in the 
world’s wool market is closely bound up with trade and other 
international relations between Australia and Japan. Japan 
needs Australian wool. Japanese wool imports increased from 

9.417.000 pounds in 1908 to 71,541,000 pounds in 1920, to 114,- 

706.000 pounds in 1930, and 243,520,000 pounds in 1935. Inas- 
much as Australia is the world’s leading wool-exporting nation 
and Japan appears to be on the way to becoming one of the 
world’s leading wool-importing nations, wool may play an impor- 
tant role in inducing Australia to take a less positive position 
against Japanese expansion in the Pacific than would be the case 
if Japan were not one of Australia’s best customers. 

SILK 

Sources of Supply. — ^The bulk of the world’s raw-silk supply 
comes from the Orient. This fact is shoum graphically in Fig. IS. 
Some silk is produced in southeastern Europe and a small amount 

» See Chap. XXIV for further discussion of terms of trade. 
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in tbe Xlmtcd Slates and elajwbeTc, but, aJl told, produttion la 
the Occident is of rclatodj little consequence Certain details 
concerning sources of the world’s commercial supply of silk are 
given m Table 39 
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ThedatamTabIe39indicatcthat Japan, China Ita!> and the 
Lcx’snt are origin points of raw silk in the order named China 
and Italj rank next to Japan Japanese exports of silk as com- 
pared with Chinese exports, arc probablj not accurate criteria of 
relatiTi e amounts produced m the two countries for two rca*oas 
(1) Chines consumption of «ilk is probably larger than that of 
Japan, and (2) cocoons mo>e from China to Japan for unrecimg 
preparatory to exportation of commercial silk- Similarly, part 
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of the Italian production of silk is unreeled in Italy from cocoons 
produced in China. 


Table 39. — Commercial Supply of Ram" Silk by Countries of Origin 
AND Proportion Imported by the United St.ates* 
(Thousands of pounds) 


Country 

Average 

1909- 

1913 

Average 

1921- 

1925 

1934 

Total countries specified 

58,389 

75,501 

115,480 


Italy 

8,524 

992 

9,487 

6,362 

170 

France 

548 

Spain 

182 

177 

66 

Levant and Central Asia 

6,611 

12,576 

1,874 

10,456 i 
6,418 
46,336 

121 

9882 

China 

Exports from Shanghai 

Pixporf.*; from OantoTi 

s’ 146 
21,898 

428 

1 7,6372 

Japan: exports from Yokohama and Kobe. . 
British India: exports from Bengal and Kash- 

mir 

1 99,7432 

1392 

Indo-China: exports from Saigon, Haifond, 
etc 

32 

84 

375> 


Tmitftri SfatRS impnrfs 

1 

23,488 

52,119 

60,447 

52.3 

Per cent of world supply as here specified . . 

41.7 

1 

69.3 


iSouBCES; Foreign Commerce Yeorhooke, 1933 and 1936. 
* Production of Iran, Syria and Turkey. 

» Estimated production. 


Commercial sUk is obtained by unreeling the fine fibers from 
cocoons which have been spun by silkworms. The cocoons are 
heated in an oven for several homs at a temperature of from 60° 
to 70°C. for the purpose of killmg the pupa, or chrysalis, contained 
within before it shall have developed sufficiently to cut its way 
through the envelope and thus destroy the continuity of the 
cocoon thread. The cocoons are then sorted into several grades 
according to size, color and extent of damage before the process 
of unreeling is begun. Unreeling is done by hand or by mechan- 
ical processes that require great skill. It is customary, in most 
filatures, to reel the threads of five cocoons together into a single 
yarn that may be reeled into skeins- of standard circumference 
and convenient weight for commercial purposes. Production of 
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the cocoons is carried on largely as a home industry by farming 
populations. It includes the raising of mulberry trees in order 
to obtain the leaves as food for the silkvronns, care of the vrorms 
from the time they are hatched imtil the cocoon is spun, and 
production of silkworm eggs free from hereditary diseases for 
further reproduction. Unless killed to prevent damage to the 
cocoon, the worm develops into a moth which lays eggs about the 
size of the head of a small pin. These eggs are hatched artificially 
and are placed on trays for convenience in handling. The trays 
are kept at an even nuld temperature in a weU-ventilated atmos- 
phere, and the worms are supplied from time to time with fresh 
mulberry leaves. In a little over a month after hatching, the 
worm has attained its full growth of about 3^ inches in length 
and 34 hich in thickness and begins the spinning of the cocoon. 
The large amount of low-cost hand labor required to produce silk 
to sell- at existing prices is the factor which keeps the raw-silk- 
producing industry confined largely to densely populated Oriental 
countries. 

Silk Prices. — Since about 1890, silk has become less expensive 
than it was in earlier decades. Raw-silk prices in the United 
States in relation to the all-commodity wholesale price index in 
this country from 1855 to 1936 are shown in Fig. 19. The decline 
in silk prices in relation to prices of other commodities is attrib- 
uted by students of the raw-silk industry to the introduction of 
modem methods of reeling, to more scientific methods of cocoon 
production, to Japan’s need of a source of cash income with which 
to purchase modem machinery and to increased utilization of 
rayon. To what extent the decline in exchange value of a pound 
of silk after the eighteen seventies and eighteen eighties may have 
been a factor in hastening the development of textile and other 
manufacturing activities in Japan is impossible to know. That 
the increasingly unfavorable terms of trade as between silk and 
Western goods has had some influence upon Japan’s commercial 
and industrial policy of recent decades seems probable. 

Raw-silk-consuming Coimtries. — ^Another consideration w'hich 
may have influenced, in some degree, the industrial policy which 
Japan has pursued during recent decades has been her dependence 
upon the United States market for the sale of her silk exports. 
Since the World War, raw silk sent to the United States has con- 
stituted about one-fourth of Japan’s total exports (in value). 
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Raw silk has been on the free list in the United States for many 
years, but Japan has had no assurance that this countrj' might not 
lay an import tariff on it to favor her growing rayon industry or 
for other reasons. This combination of circumstances has sub- 
jected Japanese economy to a serious risk hazard largely beyond 
her immediate control, which she is alienating to some extent by 
industrial di\ersification. 

Among the principal raw-sUk-importing countries the United 
States ranks far in the lead of all others; France and Italy rank 
next Statistics of raw-eilk imports for these three countries 
are pven in Table 40. 


Table 40 — Iupobts or Raw Skx bt Pei\cipal luroBma Cocsraira, 
1025, 192S AKD !035» 

(Thousands of pounds) 


Country 

1925 

1928 

1935 

United States 

78,795 1 

8S,2C9 

72,301 

France 

13,808 

17,195 

8,830 

Italy 

010 

1,456 

249 


tSoracs* rMr&oot, 1939. lot ll Slatutteel l/ lit SiaUt, 

1933 sad 1930, aad r«srb««k, 1930. 


RATON 

A New Fiber. — Within less than half a ccntuiy rayon (or arti- 
ficial silk) has emerged from the obscurity of cberaical laboratories 
to a place of great and growing importance among textile fibers 
The production of rayon in 1925 was double the world’s com- 
mercial silk supply and one-fiftcenth as great as the world’s wool 
chp (Fig 20). Since 1925 rayon production has increased more 
than sevenfold (sec Table 41, page 226). For thousands of j'oars 
prior to the twentieth century, wool, silk, linen and cotton had 
little competition m the textile field. Centurj' after century 
passed without a new textile fiber entering seriously into the 
rxunpelJlJve stjvgg}e Jixaiuig ihp ibur fibers of ancient origin. 
Then came rayon, n man-made fiber, a product of the imagina- 
tion of chemists and years of patient research. Count Chardon- 
net, a Frenchman, is said to have been the fir«t to develop a 
process for making artificial silk (later called rayon). England 
claims to have granted the first patent for its commercial prepa- 
ration The increase in commerdai production of artificial silk, 










TEXTILE BAW MATERIALS 


225 


or rayon, during the last half century has been phenomenal. In 
1895, world production was less than 2 million pounds; in 1935 
it was 1,400 nulliou pounds. 



Fig. 20. — World Pboductiok of Cotton, Wool, Raton and Real Silk, 

1900 TO 193t 


Sources: cotton, U. S, Department of Affricidture Yearhoohs; wool, The Wool Booh, a 
statistical manual compiled for the National Association of Wool Manufacturers, Foreign 
Commerce Yearbooks and XJ. S. Department of Agriculture Yearbooks; silk, Mid-j/ear Reports 
of the Silk Association of America, The ilfancherfcr Guardian Commercial, Dec. 10. 1925, p. 
42, and Foreign Commerce Yearbooks; rayon. The Artificial Silk Industry, League of Nations 
Document, Genera, 1927, p. 12, and Statistical Year-hooks, I,eague of Nations. The wool 
data must be regarded as rough estimates. Wool in its natural state contains a large propor- 
tion of grease or “yolk” which comes from the body of sheep. Wool statistics are not 
always on comparable “grease” or scoured bases. The figure Is patterned after Fig. 18 in 
Killough and Killough, op, cit., p. 143. 


Status of the Rayon or Artificial Silk Industry in Various Coun- 
tries. — Beginning in France and England in the closing years of 
the last century, the artificial silk, or rayon, industry soon spread 
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to central Europe, America and Asia. The industry developed 
most rapidly in countries where chemical industries were farthest 
advanced and where least difficulty was experienced in ImlnVg 
chemical production of the rayon yam with spinning and weaving 
techniques. Labor and raw-material (pulpwood) costs were 
secondary considerations dunng the industry’s initial period, 
when the profit margin was large. As production of rayon has 


Tabus 41 . — PHODCcrroN' or AsnrrctAn SitK, ob Ratov, in Vasiocs 
COIJNTEIES, 1925 AND 1935* 



1925 

1935 



Per 


Per 


Metnc 

cent of 

Metnc 

cent of 


tons 

world 

tons 

world 



total 


total 

World totals 

84.690 

la 

642,000 

100 

United States 

23.542 

28 

116,420 

23 

Canada 

230 


230 


Brazil 



1,905 


Japan 

1,451 

2 

93.604 

21 

USSR 

100 


5,600 


Europe (exclusive of U S S R ) 

59,370 

70 

233,690 

50 

Germany 

11,W)0 


47,000 


Austria 

1 500 


8o0 


Belgium 

5,000 


10,300 


Spam 

8-1 


2,722 


France 

G,500 


32,000 


Greece 



100 


Hungary 

300 




Italy 

13 850 


48,605* 


Netherlands 

2, TOO 


9,400 


Poland 

627 


5,119 


Umted Kingdom 

13,500 


49,135 


Sweden 

105 




Switzerland 

2,400 




Czechoslovakia 

1,000 





i8otT*c*s League of ff«tionB Slttutuat TtaT~699ii 2934-1935 and I035-393aCei>e^ 
1«33 and 1936 Used by eourteiy of tbe InternaUooal DoeotoenU Service. Colatnbia 
Univeraty Preae 
> 1934 producUoo. 
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increased and as competition among producers has become more 
severe and profit margins less, both labor (vhich is a greater cost 
element than raw materials in rayon production) and availability 
of supplies of pulpwood have become critical factors along with 
availability of markets in influencing the location of large produc- 
ing centers. In 1925 and in 1935 the rayon industry was distrib- 
uted among principal producing countries as indicated in Table 
41. The United States produced about 28 per cent of the world’s 
output of rayon in 1925; Europe produced about 70 per cent and 
Japan only about 2 per cent. In 1935, the United States pro- 
duced about 23 per cent of the world’s total output; Europe’s 
production had dropped to about 50 per cent of the total; and 
Japan’s production had increased to approximately 21 per cent 
of the world total. Italy’s output of rayon, and that of the 
United Kingdom, also, increased more than the output of many 
other countries. 

Characteristics and Uses. — ^The manufacturer of rayon con- 
verts cellulose, such as wood pulp or cotton waste, into a liquid 
pulp. This pulp when passed through capillary tubes takes the 
form of a fiber and is coagulated on contact with certain chemical 
solutions. The single filaments thus formed are spxm into yam, 
which, after various finishing processes, is ready for knitting or 
weaving. In their early stages of development and improvement, 
rayon fibers were extremely inflammable; they lost body and 
strength after becoming damp and in consequence had very little 
sale. These disadvantages have been largely overcome by 
improved processes of production. 

Rayon, silk, cotton and wool are quite different in essential 
respects. Silk is the strongest and the lightest fiber of the group. 
SUk, cotton and wool all have greater capacity for holding 
dyestuffs because each single fiber is hollow and is capable of 
absorbing dye internally. The indi^ddual fibers both of silk and 
of rayon are longer than cotton or wool fibers. This advantage 
in length, from the point of A-iew of spinning quality, is partially 
offset by cotton’s characteristic kin k or twist and by the serra- 
tions on the outer surface of wool fibers which cause them to cling 
together, thus givdng woven or kmtted wool fabrics greater 
warmth than any of the other textiles. 

Rayon is so different in its qualities from any of the other 
textile fibers as to have made a more or less distinctive place for 
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itself m the textile industry instead of replacing one of the other 
fibers Some competition between rayon, silk, wool and cotton 
ne\ertheles3 exists Rayon is used extensi\ely at the present 
time m the manufacture of hosiery and underwear and m mixtures 
with cotton, silk or hnen in the manufacture of outerwear Part 
of the mcrease m rayon consumption during the last two decades 
has been due no doubt to the fact that prices of rayon have 
declmed relativ e to prices of woo! and cotton A comparison of 
rayon, silk, wool and cotton prices is given m Table 42 


Table 42 — Coupabisov of Ratov, Cotton Silk asd Wool Peices 
1913, 1925, 1932 axv 1935‘ 

(Pnce por poimd) 


Year 

Hayon, 150 B 

denier 

New York 

Silk, steam 

filature. 
New York 

Wool, medium 

grades, 

Ohio 

Cotton, 
middling 
New Oileata 

1913 

75 

34 63 

50 2a 

so 13 

1925 

1 90 

6 68 

0 56 

0 23 

1930 

1 00 

3 63 

0 31 

0 13 

1932 

0 63 

1 6a 

0 20 

0 06 

193a 

0 63 

1 30 

0 31 

0 12 


■ U S Bar«a<} lAbor Sutuitie* matemTcPHcM, wnM c>{ buUcUni 


The data in Table 42 mdicate that between the years 1913 and 
1935 rayon prices declmed about 64 per cent as compared with a 
72 per cent declme m sdk pnces, an 8 per cent decime m cotton 
prices and an mcrease m wool pnces If, with improv ement in 
general busmess conditions throughout the world, rayon pnces 
should contmue to declme m relation to prices of cotton and wool, 
and if improvements m the quahty of rayon should contmue, the 
effect upon production and consumption of cotton and wool may 
be far-reaehmg 

OTHER TEXTILE MATERIALS 

Jute — Among the natural textile fibers of mmor importance 
that have not been mentioned is jute Jute is a coarse fiber used 
for the manufacture of twine, coarse sacking material, wrappings 
for raw cotton and naachmeiy m transport and other purposes 
It comes from India The Hmdus cut tall jute stalks and, by a 
process of soakmg and beatmg, disentangle the longitudinal fibers 
for export to the Umted States and Europe or for manufacture 
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into coarse fabrics at home. British Indies exports of raw jute 
and jute manufactures were valued at approximately 200 million 
dollars in 1930. Jute has never been a serious competitor of 
cotton, wool or silk in clothing or in other uses where fine fabrics 
are demanded. For these uses cotton, vrool, silk and rayon are 
supreme. 

Possible Development of Little-used Grass Fibers. — ^Rumors 
of the perfection of processes for the spinning and wearing of 
various grasses which, in time, would replace cotton or wool in 
textile industries have been current on various occasions for a 
long time. The New York Tivies of December 1, 1931, carried 
this headline: “New Process Converts Grass into Cloth: Expected 
to Revolutionize Textile Industry,” To date, none of the experi- 
ments with various grasses has been so successful as to put cotton, 
wool or silk in a hazardous position. More recently, rumblings 
have been heard from Germany and Italy concerning new syn- 
thetic textiles produced from wood. The following headline 
appeared m the New York Herald Tribune for Sunday, December 
23, 1934: “Fiber Material Threatens U. S. Cotton in Italy. New 
Product of Wood and Cellulose Created to Cut Imports of Raw 
Stock.” If the time should come when some S 5 mthetic product 
puts cotton, wool, silk or all three of these fibers on the discard 
heap which technological change is constantly building, the effects 
upon world trade and international commercial policy will be 
far-reaching. The introduction of cotton from the Orient and 
improvements in cotton spinning and weaxdng machinery in 
eighteenth century England contributed to the downfall of British 
mercantilism. International commercial policy changes of equal 
magnitude in our day and time are not beyond the horizons of 
possibility. 



CHAPTER X\1I 

WOOD, RUBBER AlfD CHEMICALS 

Wood 13 u'ed m oodworkmg mdustnes, for fuel for construc- 
tion purposes, for cooperage, and for the manufacture of paper 
and rayon and for the manufacture of vehicle stocks and fumi 
ture As wgm forests disappear, coal, petroleum and gas tend 
to replace wood for fuel purposes, and wooden construction tends 
to gi\e way to bnck, concrete, steel or stone construction. 
Disappearance of wgm forests is among the characteristic 
changes that accompany the nse of a populous ciiihration m 
spar^lj •'cttled wooded regions More than 90 per cent of 
Great Britain’s %nrgin forest is gone, and 80 to 90 per cent of the 
once wgm forests of France, Spain, Belgium, Italy and Greece 
are no more In these countries, per capita consumption of wood 
IS less than 30 cubic feet per jear as compared with a per capita 
consumption of more than 200 cubic feet of wood per year in 
newer countnes like the Ututed States and Canada. Germany 
and a number of other European countnes ha\ e for many decades 
been engaged m ettensi\e reforestation programs but wood so 
produced is much more costly than wood secured from nrgin 
forests Germany's consumption of wood per capita la about 
the same as that of France, » e , less than 30 cubic feet per year 

Emds of Wood — Woods may be classified into two pnnapal 
types soft and hard Pine, fir, spruce, cypress cedar and other 
conifers are softwoods, their timbers being comparatnelv free of 
tough, radial grains, they arccasily worked Softwoods are u«cd 
for the making of paper and rayon and for ordinary construction 

purposes Mahogany, oak, walnut and teak arc among the 
hardwoods, they are used m the manufacture of furmture, for 
floormg and m ship construction Hardwoods abound in fhe 
tropics as well as in the temperate ronea To date, demand for 
them has not imtiatcd exploitation of the tropics on a laige scale 
except in the case of the Middle East, whence teak is obtained 
The amount of softwoods consumed annually is greater than that 
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1850 1855 I860 1865 1870 1875 1880 1885 1890 1895 1900 1905 1910 1915 1920 1925 1930 1935 1940 

Fig. 21. — Compauativh Prices of Lumber and All Commodities, 1850 to 1930 

Sodticeb: AU-commodily Tvholpsnlo price index of tho United Slntca and lumber prices from Aldrich Report, U. S, Senate Report 1304, 52d Congrese, 2d 

Session, and U. S. Buronn of Labor Statistics, Whoteaale Prices Series of BuUetins, See Chap. XXIII of tho present volume tor discussion of the relation 

of Ronernl price levels in tho United Slates and other countries. 
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in Ceylon. The success of plantation rubber is indicated by the 
fact that more than 90 per cent of world exports of rubber during 
the period 1921 to 1930 originated in the Middle East, i.e., 
British Malaya, Dutch East Indies, Ceylon and surrounding 



Fig. 22. — World PRODUcnox of Rubber, 1905 to 1935 

SouBCEs: TJ. S. Department of Commerce, Trade Promotion 2, The Plantation Rubber 
Industry tn the Middle East; Statistics Relating to the Rubber Industry, issued by the Rubber 
Growers’ Association, Inc., London, 192S; Foreran Commerce Yearbook, 1933; and data 
provided by the U. S. Department of Commerce. “Net exports” and “world production 
are used in the rubber trade synonymously. Exports from Latin American counmes and 
from Africa are considered as wild rubber. The figure is patterned after Fig. 19 m Ivillough 
and KUough, op. cit., p. 174. 

territory (Table 43). Approximately 64 per cent of world 
exports of rubber for the period 1921 to 1930 went to the United 
States. Great Britain, Germany and France together took about 
20 per cent of world exports of crude rubber during the period 
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1921 to 1930, the remaining 16 per cent went to Canada, Japan, 
Italj , Russia Australia Belgium and elsewhere 
Uses — Rubber is U'ed in the manufacture of automobile tire« 
boots and «hoes rubberized fabrics, sportmg goods and hospital 


Table 43 — Wohld Eipoiwa or Crcbe Rcbbeh* 
(Long tons of 2 240 poufids) 



supphes In the semce of commumcation it is u<5ed for insulation 
purposes m the transmission of electricity and in the manu 
facture of telephone recei\ ers radios and typewriters Parallel 
mg the increase m demand for rubber, vanous attempts ha\e 
been made to produce the natural product or a substitute 
sjTitheticallj The«e experiments ha\e met with a measure of 
succe*^, but to date no substitute has been de^•Led which can 
compete in a large waj with natural rubber at existing prices 
Price Trends — In spite of the large increase m demand, prices 
of natural rubber ha^ e been sharply reduced since the plantation 
product came on the market (Fig 23) Figure 23 indicates that 
between 1856 and 1910 rubber prices m the absolute and m 
relation to aicrage pnces of other commodities mcrcascd more 
than 200 per cent Prior to the large mcroase in demand for 
automobile tires after 1900, rubber was m demand for water 
proofings bicycle tires commumcations, sportmg goods and 
hospital supphes Output of nati\e Branhan rubber at low cost 
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was limited In consequence, pnces of rubber increased as 
demand increased When la^ quantities of plantation rubber 
came on the market the price broke from about SI 90 a pound in 
1910 to approximately 17 cents a pound in 1922 Between 1922 
and 1925 the Bntish attempted to mcrease rubber pnces by taxing 
exports, thus to curtail production under the so-called “Stevenson” 
plan However, owing to lack of cooperation on the part of 
Dutch interests m the Middle East and escpansion of producing 
areas in other regions, the export restnction scheme broke down 
Since 1925 rubber pnces have fluctuated as indicated in Fig 23 

MINOR FOREST PRODUCTS 

In addition to construction timber and softwoods for other uses, 
hardwoods used for manufactunng purposes and rubber, there 
are other forest products w hich enter the channels of international 
trade Camphor, chicle and rattan are examples Hemp and 
hencquen might also be included in this category 

Camphor is a gumlike, crystalline substance used for medicinal 
purposes It IS obtained from an exergreen lauraceous tree found 
cbiefl> m Japan and Formosa Japan's camphor exports ordi 
nanly exceed a million dollars a year In 1929 Japanese exports 
of camphor amounted to $2 858 000 Chicle is a wood, the sap 
from which is used m the manufacture of chewing gum YucatSn, 
Mexico, IS the pnncipal source of supply Rattan is used in the 
making of furmture, baby carnages and baskets It comes from 
the tropics of the eastern hemisphere, where rattan stems grow 
to be hundreds of feet long Hemp and henequen are raw 
materials of the rope and binder twine mdustry Hemp comes 
from China, Japan, India, Malaria, Russia, Turkey, Italy and 
the Philippines Henequen comes from Mexico It is the raw 
matenal from which binder twine is made 

Fmally, there are such commodities as shellac, rosins, gums, 
coconuts and bark used to make tanning matenals and dyestuffs, 
lii of which come from the worlds forests These and Che ssssy 
other forest products of minor importance need not be treated in 
detail It 13 sufficient to say that international division of labor 
and international trade atise itom an uneven geographical dis- 
tribution of native and transplanted trees, as well as from the 
occurrence of mineral depceits far removed from centers of con- 
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sumption, and from the concentration of dense populations on 
areas poor in the resources of modern industry. 

SULPHUR AND CHEmCAL INDUSTEIES 

Characteristics of Chemical Industries, — Construction indus- 
tries, textile industries and iron and steel industries are more 
familiar concepts than chemical industries because they are 
associated with characteristic ts^pes of construction and other 
types of work that attract the attention of casual obsen^’ers. The 
roar and glare of great blast furnaces; the hum of spinning and 
weaving mills surrounded by the cottages of numerous mill- 
workers; and the noise of construction are impressions that linger 
distinctly in one’s memory. Chemical industries are more aU- 
pervasive and less obtrusive than steel, textile or construction 
industries. The metallurgy of a blast furnace is in part chem- 
istry; textile finishing is in part a chemical process. Chemistry 
makes its contribution sooner or later to almost every industry: 
sugar-refining establishments, paper-manufacturing plants and 
cement mills all employ chemists, but none of these factories is 
considered a unit of a primarily chemical industry. Chemistry 
works in the background; its forces are scattered; it is in a sense 
the handmaid of mechanical industries. No single raw material 
or small group of raw materials represents the chemical industry 
as raw sugar represents the sugar-refining industrj^ as cotton, 
wool and sUk represent the textile industry and as iron ore and 
coal represent the steel industry. In a group of industries classi- 
fied by the United States Census Bureau as predominantly chem- 
ical are the following: alcohol, baking powders, yeasts, cleaning 
and polishing preparations, compressed and liquefied gases, drug- 
gists’ preparations, explosives, lubricating oils, ink, paints and 
varnishes, soap and tanning materials. Among the outstanding 
manufacturing concerns in the United States classified as Chemi- 
cal Companies are the Allied Chemical and Dye Corporation and 
E. I. Du Pont de Nemours Co., Inc. These concerns manufac- 
ture explosives, rayon, dyes, coal-tar products, alkalies, synthetic 
nitrates, synthetic rubber, insecticides, a great variety of acids 
and many other compoimds. Obviously, no one raw material 
represents the chemical industry. Sulphur comes as near to 
fulfilling that assignment as does any other material. It is said 
that sulphuric acid, a compound of hydrogen, oxygen and sul- 
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phur, IS in such widespread use throughout processing industries 
that per capita consumption of sulphuric acid is a fair index of a 
nation’s state of industrial development Sulphuric acid is used 
for cleanmg iron in the steel mills, it is used in the finishing of 
textiles, in the manufacture of explosii es, in the preparation of 
fertilizers and for a great variety of miscellaneous purposes m 
almost every chermcal laboratory 

Sulphur — About three-fourths of the world’s annual output 
of sulphur ongmates m the Umted States From this country 
sulphur m a pure or manufactured state is sent to almost every 
part of the iiorld This regional concentration of the world’s 
output of sulphur is due not so much to the absence of "bnm 
stone” deposits in other parts of the earth as to peculiarly favor 
able conditions for extraction in the Umted States Sulphur is 
extracted in this country by the so-called "Frasch” process 
Superheated water is pumped into sulphur deposits far below the 
surface of the earth and liquefied sulphur is forced to the surface 
with compressed air The fact that sulphur deposits and natural 
gas occur m close proximity m the state of Texas makes possible 
lower cost sulphur extraction in Texas than m any other part of 
the world Deposits of sulphur occur m Neivfoundland, Japan, 
Sicily, Russia, Central Amenca and elsewhere Prior to about 
1900 the greater part of the world’s annual supply of sulphur came 
from Sicily, where bnmstone was mined in open cuts and reduced 
m kilns With the introduction of the Frasch process, how- 
ever, a large part of the Sicilian industry was put out of busmess 
by the low cost competition of Amencan sulphur mining The 
course of sulphur pnees before and after mtroduction of the GiU 
liiln along about the eighteen seventies and the Frasch process 
around 1900 is shown m Fig 24 Both these improvements m 
methods of extraction reduced costs and pnees 
Fertilizers — Pertihzers are sometimes classed as a part of the 
chemical mdustry because many of them undergo chemical treat 
ment to make the mgredients soluble in soil water The fertihty 
of soils that are cropped contmuously tends to become exhausted 
because of deficiencies m soluble nitrogen, phosphorus, potash 
and sometimes other mmeral elements For many years Chile 
was the pnncipal source of mtrogeneous fertilizers — aside from 
manures obtained locally Chile’s mtrates occur m salt beds m 
the form of nitrate of soda (Na NOi) It is mined much as ordi- 
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nary table salt is mined and shipped from Chile to \anous parts 
of the world Before the World War, Chilean mtrates were also 
the prmcipal source of mtrogen used in mumtions manufacture 
During and after the War nitrate fixation plants for obtaining 
mtrates directly from the atmosphere were estabbshed m Europe 
and America As a result, Chilean nitrate deposits, although 
still an important source of mtrates for fertilizer and munitions 
manufacture all over the world, are relatively less important 
than they were m years gone by 
Another important salt used m the manufacture of fertilizers 
IS potash The richest and most readily available potash deposits 
m the world are located m Germany and in Al«ace, France 
Before the World War, Germany suppbed the world with most 
of its commercial potash salts During the War extensive 
research nas conducted m the Umtcd States and elsewhere for 
the purpose of finding other low-cost sources of potassium sup- 
pbes The research was not altogether successful from an 
economic pomt of view, with the result that Germany and 
France still supply a lai^ portion of world demand for potash 
Withm recent years large potash deposits ha\ e been reported m 
southern Umted States Howeaer, they he far beneath the sur- 
face of the earth and to date have not been mined extensively 
The third element needed for plant growth, a soluble form of 
which IS commonly deficient m cultivated land, is phosphorus 
The Umted States is a principal source of the world’s supply of 
phosphorus It occurs m this country m the form of so-called 
rock phosphate, apatite (Ca* (PO*)j CaClj), for example The 
Umted States produces a third to a half of the world's annual 
output of rock phosphates Howe\er, this is not the only source 
of commercial phosphate for fertihzation purposes Bone meal, 
for example, is a phosphate fertibzer 

INTERNATIONAL INTERDEPENDENCE 
It IS not necessary to exhaust the hst of all raw commodities 
and processmg industries m order to demonstrate the fact that 
modem nations, as now constituted, are economically interde- 
pendent Mmor commodities, as well as the great basic staples, 
onginate in many different parts of the world Hides and 
skins, for example, onginate m meat-packing centers of Europe 
and Amenca, in the wastes of Siberia, in the little-explored forests 
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of western Canada and in the jungles of tropical Africa and Brazil. 
Tobacco is exported from the United States, Dutch East Indies, 
Brazil, Greece, Turkey and the Philippine Islands. Diamonds 
come from South Africa and ivory from those parts of Africa and 
India which support wild elephants. Every product which 
enters the channels of international trade is not necessary for the 
existence of its consumers, but revenue from its sale is very likely 
to be necessary to the present mode of existence of its producers. 
Modem means of transportation have knit all parts of the world 
into one gigantic economic fabric. 



CHAPTER XVin 


INTERNATIONAL TRANSPORTATION AND 
COMMUNICATION FACILITIES 

Approximately one-third of the world’s mineral tonnage, a 
fourth to a third of the wheat, a third of the sugar, half of the 
cotton, two-thirds of the wool, and more than 90 per cent of the 
rubber produced annuallj mo%e across international boundanes 
The large volume of trade m bulky raw matenals, not to men- 
tion trade m manufactured goods and semimanufactures, is 
made possible by cTtensiie and highly orgamzed systems of rail 
and water transport supplemented by comphcated systems of 
commumcation 


TRANSPORTATION 

Ocean Shipping —Ocean shipping lines extend from Great 
Britain, the center of world shipping to Europe, North and ^uth 
America, Africa and Asia Passengers and freight mo\’e between 
Europe and Asia through the Suez Canal or around the southern 
end of Africa In the Pacific, a number of shippmg lines connect 
west-coast cities of North and South America with Oceania, 
Chma, Japan and the East Indies Atlantic-Pacific Imes, con 
nectmg the Amencas with Europe and Asia, extend around the 
southern tip of South Amenca or make use of the Panama Canal 
In 1936, more than 30,000 ocean gomg ^ es^els of 100 tons and 
over were engaged m ocean shipping ilore than 90 per cent of 
them were steam and motor vessels 

The most satisfactory aiailable measure of volume of trafBc 
handled by leading port citi^ of the world are numbers and net 
registered tons* of i essels entering the ports These data for the 

* ' Net registered tons” is a sue of vessel measurement. Gross tonnage 
IS the total space mcluded in the ship a hull and enclosed superstructure. 
Net tonnage is that part of gross tannage minus the space devoted to engine 
boiler rooms, fuel space, crew quarters, etc A ton m this sense is 100 cubic 
feet or 2,83 cubic meters. 
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Table 44. — Vessels Entehikg a Number of the World’s Large Poet 

Cities, 1935* 


' 

Number 

of 

vessels 

Net 

register, 

tons 

1. New York (Upper Bay) 

92,032 

68,698,000 

2, Xiondoa.,^.,., 

29,137 

26.776 

6,767 



28.334.000 

26.785.000 

4. Yokohama 

5. Rotterdam 

110,406 

22,416,000 

6. Baltimore 

66,067 

21,008,000 


2,708 

18,999 

1 11,125 

20.425.000 

19.600.000 

18.730.000 

18.418.000 



10. Hamburg 

16,141 

11* Philadelphia (Delaware River, Philadelphia to 



the aea) 

8,302 

17,907.000 

12. Shanghai * 

8,488 

17.418,000 

13. Loa Angeles 

5,369 

17,211,000 

14. Liverpool 

14,614 

16.640,000 

16. Marseille. 

9,135 

16.612.000 

16. Hong Kong (excluding 9,304 junks) j 

5,947 

15,340,000 


7,340 

14.978.000 

14.974.000 

18. San Francisco. 

17,353 

19. Singapore 

6,934 

14,800,000 

20. Buenos Aires 

14,826 

13,435,000 

21. Kew Orleans 

16,287 

13.319,000 

22. Duluth — Superior 

2,807 

12,882,000 

23. Southampton 

15,628 

12,509,000 


7,089 1 
9,018 
16,970 

12,222,000 

11.572.000 

11.488.000 


26. Vancouver, Canada 

27. Rio de Janeiro.... 

3,924 

11,226,000 


6,421 ' 
9,005 

10,860,000 

10.809.000 

10.091.000 



7.275 

31. Sydney, Australia 

6,855 

10,057,000 

32. Newcastle, England 

8.532 

8,596,000 

33. Montreal 

6.725 

8,516,000 


7,118 

8,300.000 

35. Seattle 

3.416 

8,210,000 

36. Montevideo 

1,631 

8,087,000 


13,396 

7,768,000 

38. Melbourne.... 

3,396 

7,613,000 

39. Copenhagen 

25,432 

7,452,000 

40. Portland, Ore 

9,548 1 

7.051.000 


33,731 

6.547.000 


42. Cherbourg 

952 

6,478.000 

43, Capetown * 

1,629 

5,454,000 

44. Galveston. 

1,762' 

5,383,000 

45. Batavia (Tandjong Priok) 

2,183 

5,338.000 

46. Jackson%*ille, Fla 

1,810 

4,523,000 

47. Savannah, Ga - 

1,395 

4,075,000 


1.29D 

4.059,000 


5,047 

3,700,000 


50. Charleston, S.C 

JO, 668 

3.226,000 


1 Note: Statistics for United States ports include barges, but exclude tugs and ferries. 
Souncs! 3ur6&u of Koreign 6.nd Doniestic Coninjerce, United States* 
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50 leading port cities of the TTorld in 1935 are gi\ en m Table 44 
New York is the largest and the most actn e port city in the world, 
London, Kobe, Yokohama and Rotterdam are the next four 
largest port cities 

Ocean shipping may be divided into two somewhat different 
industries, each with its own type of ser\nce and its own peculiar 
problems one of the«e wdustnes is the liner service, the other 
the tramp or charter servnce A Imer is a vessel which operates 
over a fixed route on a regular schedule of saihngs Tramp 
vessels, on the other hand, are unrestramed by fixed schedules 
and regular routes They sail the “seven seas” searching for 
cargo in any port where pa3nng cargo is to be had Liners are 
large commodious ships, trompts are usually smaller than liners, 
slower and better adapted to the carnage of low rate cargoes 
Liners «erv6 the same ports month after month and 3 ear after 
3 ear They develop elaborate traffic-gatbenng organixations to 
insure patronage and compete on a quahty-of*«ervice basis 
Tramp»sh:p competition is on a rate basis, most of the tramp 
cargoes are secured through ship brokers who bargam for low 
bids on shippmg space Passenger traffic, os a rule, is earned by 
liners that carry freight also Some ships, both liners and tramps, 
are especially constructed for carrying particular kinds of cargo 
tankers and refrigerator ships are examples, others are adapted 
for carrying many different kmds of goo^ As a rule, the liner’s 
cargo consists of small shipments received from hundreds or 
thousands of shippers and consigned to hundreds or thousands of 
consignees Tramp ships more often carr3’ full cargoes of a single 
commodit3 ongmatmg with a single shipper coal, for example, 
wheat, jute, rubber, wool, cotton, lumber 

Ocean transportation is a highly specialized mdustry involving 
ships, port facilities, business offices of shipping companies and 
specialized agencies that assemble cargoes, handle marine insur- 
ance, «ervice the ships, etc In ocean shippmg, as m many other 
industnes cmplo3mg laige amounts of capital, there is a strong 
tendency toward unification of Imes and servuces and extension 
of the sphere of management orgamzations Under the British 
flag the principal management groups are the Kylsant, Inchcape, 
Furness 'Withy, Cunard and Ellerman amalgamations The 
K3l«ant orgamzation centers around the Royal Mail Steam 
Packet Comoany It mamlains servicea to South America, the 
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West Indies and the north Pacific. The Inchcape organization 
controls The Peninsiila and Oriental and British India lines, 
■which maintain services -nith Australia, India and other points 
east. The Furness Withy group controls lines to Canada, United 
States and Argentina, as well as a number of others of less impor- 
tance. The Cunard group maintains North American, Mediter- 
ranean, Australia-New Zealand and Indian ser\T[ces. Activities 
of the EUerman organization extend all over the globe either 
through direct sendee or in conjunction ■with other concerns such 
as the Furness Withy group. In the United States, the Dollar 
Steamship Line, the Grace Line and the ISIunson Steamship Line 
are among the leading management concerns aside from com- 
panies operating coastwdse, intercoastal and Great Lakes shipping 
services. As in Great Britain and United States, so also in 
Germany, France, Italy and Japan shipping control tends to be 
centered in a few large organizations.^ 

From the point of "vdew of international specialization based 
upon comparative costs, ocean shipping tends to be conducted 
most extensively by nations poor in natural resources and lacking 
opportunities for more profitable industrial expansion in other 
directions. In general, shipping is not among the most profitable 
of modern industries. If free competition were allowed to design 
the patterns of international dhdsion of labor, American capital 
and workers would not, in all probability, flow into the ocean- 
shipping industry in such large amounts as to cause the United 
States to rank second among the great fleet-o'miing nations of the 
world. However, as national industrial efficiency becomes 
increasingly dependent upon basic materials, secured from distant 
lands, nations become less willing to depend upon foreign sliipping 
for the maintenance of adequate supphes of essential materials 
and delivery of export goods. The strategic significance of 
shipping in time of national emergency is suggested by the rela- 
tive size of the United States merchant marine before and after 
the World War. In 1910, this country controlled approximately 
12 per cent of the world’s merchant vessels of 100 tons and over; 
by 1920, her proportion of the world’s merchant marine had 
increased to about 17 per cent. This country, like everj" other 
world power, has regularly subsidized her merchant fleet since the 

* Sottrce: Encyclopaedia Brilannica, 14th ed., and Bekgltin'd, AnRAH-vxr, 
Ocean Transporlaiion, Longmans, Green & Co., New York, 1931. 
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World War The nature and extent of go% ernment subsidization 
of merchant shipping are treated more fuHy m Chap XXVII of 
this volume At present, the merchant fleets of the leading 
nations rank as mdicated m Table 45 The merchant fleet of 


Table 45 — Mekckant Marine or the World and or Principal 
C oUNTTOEfl 1900 TO 1936’ 

(Numbeia of vessels of 100 tons and over) 



the United Kingdom is much latter than that of any other 
nation, the Umted States merchant manne ranks second to that 
of Great Britain Aside from the companson of relatue sizes 
of the merchant marines of leading nations, the most signiflcant 
feature of Table 45 is the apparent growth m size of the merchant 
fleets of Japan and Netherlands between 1900 and 1930 Japan’s 
proportion of the world’s merchant ships increased from less than 
2 per cent in 1900 to more than 6 per cent m 1930, Netherlands’ 
proportion increased from about IM pez cent m 1900 to more 
than 4 per cent in 1930 Both of these nations are relatively 
deficient m natural resources Furthermore, both have colomes 
to protect 

The future drift m merchant-marme policy, whether toward 
greater international specialization in world shipping or toward 
more subsidization of national shipping facilities, is impossible to 
predict However, certam factors that will, no doubt, continue 
to mfluence merchant marine pohey stand out in bold relief 
Among these are reductions m distance tune ratios, reductions 
in ton mile costs of shipping and mcrease in the dependence of 
great mass-production industries upon raw matenals obtained m 
foreign countnes In less than a century, the passage time from 
Umted States to Europe hits been reduced from a minimum of 
12 days or more by sail in the ei^teen fifties to less than 5 days 
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by steam in the nineteen thirties.^ Reductions in ton-mile costs 
of ocean carriage are no less significant than reductions in passage 
time. Although it is difficult to speak ndth precision concerning 
the general movement of ocean freight rates because of the 
diversity in rate forms and absence of standard charges, emdence 
exists to indicate that shipping costs have been substantial!}^ 
reduced. Rates from Great Britain on certain classes of products 
have been worked into indices of rate changes.- Such compila- 
tions suggest that ocean rates in general were 30 to 40 per cent 
lower during the period 1922 to 1928 than they had been during 
the period 1885 to 1890.^ Since 1929, ocean rates have been 
substantially lower than they were either in the nineteen twenties 
or in 1913.'* Taking freight rates in relation to general price 
levels, the decline between the eighteen eighties and the nineteen 
twenties is even more than the preceding figures suggest because 
prices in general were about 50 per cent higher during the latter 
period than they had been during the eighteen eighties. Reduc- 
tions in transportation time and transportation costs have brought 
all nations of the world closer together and have contributed to an 
increase in international interdependence between manufactur- 
ing, mining and food-producing regions. Organized as the 
world’s industry is at present, industrial efficiency is dependent 
upon the keeping of main channels of ocean traffic open in times 
of both peace and war. Even in the more self-contained nations 
(United States, for example) continuous and efficient operation 
of important industries are dependent upon supplies of “key” 
materials obtained from abroad. Metal alloys such as tungsten, 
manganese, cobalt, chromium and A^anadium are examples. 
Under these circumstances, the power or combination of powers 
that maintains a large merchant fleet and a naA'y powerful 
enough to control the principal ocean highways is in an advan- 
'tageous position in time of war. Here is one of the incentives 

‘ The record Atlantic passage by sailing vessel was 12 days and 6 hours 
by the James Baines, Boston to Liverpool, 1854. Source: Encyclopaedia 
Brilannica, 14th ed., Vol. XX, p. 545. 

® Data compiled by Messrs. Angrer Brothers of Great Britain, the British 
Board of Trade and the British periodical, Fairplay. See also Honsox, 
C. K., The Export of Capital, The Macmillan Company, New York, 1914. 

’ See BERGU'nxD, op. cit., Chap. XII. 

* See League of Nations, Statistical Year-boohs, for index numbers of ocean 
freight rates in various countries from 1913 to date. 
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for subsidization of national shipping Another argument m 
favor of merchant-manne subsidization concerns the promotion 
of peacetime trade The case for maintenance of large, subsi 
dized merchant marines, os peacetime economy measures, is not 
^ ery convincing for the reason that competition between shippmg 
lines as non operated appears to be sufficient to preient serious 
discnmmation in rates and service on a purelj’ national basis, 
and to insure rates and services which are reasonably satisfactory 
to all 

Air Transport — Since the World War, both the Atlantic and 
Pacific oceans have been crowed by aircraft, and regular inter- 
national air transport Imes ha\e been established o\er a number 
of the less hazardous routes Air transport may, m time, become 
indispensable to rapid movement of the less bulty "key” 
matenals Neverthele'ss, from the point of view of freight 
carnage, air hnes may be thought of more as a means of supple- 
mentmg old forms of ocean shipping than m any important sense 
replacmg them 

Inland Transport — Inland transportation is principally by 
rail, canal or nver and overland highway These three forms of 
inland transport are of varying degrees of importance in different 
countries Inasmuch, however, as rail transportation is the most 
important of the three types m all the leading nations and inas- 
much as complete and comparable traffic statistics of other types 
of transportation are not available, railway traffic data only are 
presented m Table 46 to suggest the important place which 
inland transportation occupies in world mdustry 

The railw ay freight traffic of every important country amounts 
to billions of ton miles annually Even m China, in spite of her 
archaic mode of industrial hfe, more than a billion ton-miles of 
freight are moved annually over some 9 or 10 thousand miles of 
railway trackage The present-day system of terntonal division 
of labor mvohung the manufacture of heavy goods for export 
and mass mov ement of foodstuffs, fuels and fabneatmg matenals 
would be impossible without both external and internal freight 
services capable of moving heavy goods rapidly and at costs low 
m relation to their v alue 

Inland transportation facihties provide overland freight serv- 
ices comparable with the overseas freight services rendered by 
merchant shippmg Railway, truck, canal and nver traffic 



INTERNA TIONAJL, TRANSPORTATION 


249 


assemble goods for ocean shipment, disperse incoming ocean 
freight and move goods overland from one contiguous country to 
another. International specialization is dependent upon effi- 
ciently operated national transportation systems as well as upon 
maintenance of effective connections between them. When, for 
any reason, the transportation system of any important nation 
fails to function in its accustomed manner, economic strains and 

Table 46. — Railwat Mileage and Railwat Freight Thaffic in a 
Number of Representative Countries, 1630* 


j 

Coimtrj' * 

Mileage 

Freight traffic, 
millions of 
ton-miles’ 

United States 

260,440 

385,815 

U.S.S.R. (Russia) 

50,269 

92,833 

British India 

42,281 

20,734 

Canada 

42,075 

26,857 

France 

39,725 

29,270 

Germany 

33,466 

31,817 

Australia 

27,477 

3,612 

Argentina 

24,805 

6,078 

Great Britain 

20,403 

18,079 

Brazil 

• 20,182 

2,908 

Italy 

13,653 

7,649 

Union of South Africa 

13,459 

4,338 

Japan Proper 

13,420 

7,173 

China 

9,497 

1,552 


» SotTRCE; Commerce Yearhookt XJ, S. Department of Commerce, 1932, Vol. II, pp. 701-702. 
Sec also ^^fonthly BvJleitns of Siatieiia of the League of Nations. 

* A ton-mile is the equivalent of 1 ton of freight carried 1 mile. 


stresses are experienced in every other nation vith which it 
normally trades. Restrict the flow of coal from Germany to 
France, the flow of cotton from United States to Great Britain 
or the flow of rubber from Malay States to America, and what 
happens? A period of industrial readjustment sets in. It is 
accompanied b3' unemplojnnent, loss of profits and financial 
uncertainty, severe or mild, depending upon the magnitude of 
freight stoppage and surrounding economic circumstances. The 
internal transportation sj^stem of everj’- important nation is a 
functional part of a world transportation system which in turn 
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13 functionally related to interdependent manufacturing and 
mining organizations, and to a complicated and delicate SiTtem 
of international financmg ‘ 

COMMUNICATION 

Umficd direction i3 as essential to the synchronized actinties 
of far flung business orgamzations in\ olving specialization, vol 
ume production and mass distnbution as are power machmery 
and improied transportation facihties The mam volume of 
distant communication these days moves by mail, telegraph, 
telephone and radio Railroads and steamships carry most of 
the mail Air mail carnage has erpandcd rapidly since the 
World ar, hut as yet air mail is a small proportion of the total 
Communication bj overland and ocean mad is of ancient ongin. 
The telegraph, the telephone and the radio are mnetecnth and 
tv entieth century mno\ atioos E\ cry nation has its own domes- 
tic telegraph, telephone and radio systems, the cirtcmal features 
of which we are all familiar with through the u<ie of telegraph, 
telephone and radio m our own localities Every nation is not 
so well supplied with facihties for electnea) communicatJonasis 
the Umted States, but no country is without a munmum of such 
facilities 

From the point of new of international trade, our interest u 
more largely concerned with the commumcation IiaLs that fom 
the different national commumcation systems than with the 
details of the systems them«ehes Aside from regular mail 
ser>uces and telephone or telegraph Imes connectmg nations on the 
same continent, the principal international commumcation facili- 
ties are ocean cables and radio The first successful attempt to 
span the Atlantic Ocean by cable was completed in 1858 The 
hne evtended from Ireland to Newfoundland It operated suc- 
ccs^fullj for only a short penod The next successful attempt to 
span the Atlantic with a cable was m 1866 The cable laid in 

‘The importance of intcnutioiuil traasit is suggested by the fact that 
since 1922 a long acnca of League of Nations Conferences hare been beH 
upon the subject Thej corered such topics as Untfifolum of Buoyage and 
LtgfUing of Coaste Road Trafie, Competition hettceen Railteays and Wa-er 
TToy* Inland ^Bctgal^on, JSanitme Ports, Interruilumal Regulaiwn of 
RaUtsayt, etc 
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1866 Tvas operated successfully for more than a decade.^ At the 
end of the third decade of the twentieth century, there were 
21 cables in operation across the Atlantic, between North America 
and Europe. All told there were in e.xistence in 1930 some 3,500 
cables with an aggregate length of about 300,000 miles; they 
connected aU continents except Africa and all important countries 
in a world-mde network of electrical communication. In addi- 
tion to the intercontinent cable connections (which did not handle 
telephone calls) there were in operation, in 1934, 66 interconti- 
nental radio telephone circuits, totaling about 250,000 miles in 
length. Inasmuch as atmospheric conditions may interfere ■with 
radio communication, plans are being made to supplement the 
radio telephone connections between North America and Europe 
with a telephone cable. Direct communication is now possible 
between North America and Exnope; North America and South 
America; North America and eastern Asia; Europe and South 
America; Europe and eastern Asia; Europe, Australia and Java; 
North America and Hawaii; eastern Asia and Java.^ 

Communication has particular international significance both 
from the point of ^dew of efficient conduct of international busi- 
ness and from the point of ^•iew of the exercise of political influ- 
,ence to achieve the ends of national governments or private 
pressure groups. Statesmen and internationally minded business 
leaders have long realized that the “amount of economic and 
political control in the various regions of the earth seems to be 
almost in direct ratio to the extent of control of communications 
and propaganda in those same regions.”® The British, with their 
extensive trade coimections and far-flung colonial empire, were 
quick to sense the significance of electrical communication during 
the last half of the nineteenth centurj' and to acquire first place 
in the control of international cable lines. The French were less 

* Authorities differ concerning the exact length of time. Clahk, Keith, 
Inicmalional Communications, Columbia University Press, New York, 1931, 
p. 124, and Encyclopaedia Briiannica, 14th ed., Vol. XXI, p. 891. 

® SouHCEs; Encyclopaedia Briiannica, 14th ed.; atsox, Davis, The 
Advance of Science, Doubleday, Doran & Company, Inc., Garden City, 
N. Y., 1934; and The Telegraph and Telephone Journal, London. 

’ Tribolet, L. B., The International Aspects of Electrical Communications 
' in the Pacific Area, Johns Hopkins Press, Baltimore, Md., 1929, p. 261. 
See also Schkeineb, G. A., Cables and Wireless and Their Role in the Foreign 
Relations of the United States, Stratford Company, Boston, Slass., 1924. 
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successful than the British in securing control of the physical 
facilities for international communication, but the French Got- 
eminent was active from the be^nning in international commoai- 
cations conventions. During the World War, Germany was 
relieved of most of her international communications facilities 
which had taken form rapidly during the two or three decades 
just prior to 1914, and she has not, as yet, regained her prewar 
eminence. Prior to the World War, citizens and the Government 
of the United States wore comparativeb* backward both as 
regards the acquisition of control of physical facilitira for inter- 
national communication and as regards participation in inter- 
national communications conventions. Since the World War, 
sentiment in the United States concerning international com- 
munications seems to have changed. Radio interests of this 
CQuntrj' nith the approval of the State and Xa\y Departments 
have made New York the radio center of the world, and eridence 
exists for the belief that the United States Government will take 
more active part in future international communications con- 
ventions' than it has in the post. 

As the economic actirities of different national groups become 
more interdependent, international communication becomes an 
increasingly essential part of the economic system. On the one 
hand, improvements in commum'cation facilities have been among 
the reasons for external expansion of national economies. Oa 
the other hand, this outward expansion has placed increased 
demands upon communication. Much as New Englanders sent 
their capital westward when wagon roads and canals had linked 
the western frontiers of America to eastern cities, so also financiers 
in the older centers of world industry send capital to industrially 
backward regions as soon as these regions come within reach of 
steam transportation and telegraphic communication. Further- 
more, fluid markets for securities result in an international criss- 
cross of financial partiripaUon in the development of domestic 
corporate undertaKngs in the highly industrialized nations. 

« Conventions such, for example, as the International Trfegrapb Conven- 
tion orpsnbed in St. Pctersbui^ in 1875. This convention, with bead- 
quarters at Berne, Switzerland, at the present time, embodies a general eet 
cl rules governing international telegraph, radio and cable operatioBa. ^ 
PracticaUy all countries are members. The United States is not a rigna- 
toiy, but United States companies arc bound by the convention's tegnla* 
tions in most of their foreign commnnkatioDS. 
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Thus as means of transportation and communication have been 
improved, international capital flows have increased. As foreign 
investments increase, demand for quicker and more dependable 
transportation and communication facilities increases. Conse- 
quently, industrialization, improved transportation and com- 
munication and the spread of investments tend to march hand 
in hand. 



CHAPTER XrX 


FOREIGN INVESTMENTS 

Transportation, communication, commerce and international 
finance join the several systems of economic actmtj m \anou3 
parts of the world into an interdependent whole much as blood 
vessels and nenes connect the \anous parts of an orgamc body 
and cau<!e them to be mlerdependent Like transportation and 
commerce, the placing of investments m distant regions is a 
practice thousands of years old Howcier, the magmtudes of 
nineteenth and twentieth century investments abroad, like the 
magmtudes of nineteenth and twentieth century commerce, have 
no counterpart m earlier centuncs 
Foreign m^estm€nts in ouj day are represented by ownership 
of stocks and bonds m foreign corporations and governments, 
outright ownership of branch plants and other physical properties 
m foreign countries and international corporate alfiliations.^ 

The Sunultaneous Expaasion of Commerce, Power-machmety 
Techniques and Foreign Investments. — ^The international pooling 
of financial resources through associations formed to earn profits 
for their members is not entirely a product of the modem era. 
This fact is attested by the operations of joint stock companies 
of the 'ixteenth century and even earlier ventures which im oh’cd 
more or less pacific acquisition and operation of foreign enter 
pnses Nevertheless, foreign m\cstments of modem times 
appear to be more penasive than ever before Parallelmg the 
rapid growth of Engli.h textile, iron and coal industnes after ISOO 

> UnileTer Limited u an example of the way corporate aSiliatioos may 
reach across national boundanea. Thu orgamzation manufactures and 
distnbutcs soaps, marganocs and related goods It controls more than 
GQQ cQTDJjajupa. IfttyiSM. ul Bedaux, betJbRcUmlt, Lcan.ee Belgum 

Germany, Norway, Sweden, Denmark, Italy, Dutch East Indies West 
Afnea, Lnited Stalea and elsewhere The parent organuation la a twm 
holdmg eompanj Dnnever, Ltd , and a Dutch eulcr, Unilever, N \ 

SouBcr Pluiiuxb, Altbsd, InltmaiumaJ Combines tn Modem Ind^ 
try, Eir Isaac Pitman & Sons, Ltd., London, 1931 
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and similar developments on the continent of Europe at a later 
date went the building of canals and railroads and the opening of 
mines in outlying areas — United States, Canada, South America, 
India and Africa. These outlying developments were sponsored 
and financed in no small part by initiative and capital which 
emanated from centers of European industry. 

Motives for Foreign Investment — ^In some instances, inter- 
national migration of capital is fostered and directed by political 
considerations. French loans to czarist Russia, prior to the 
World War, British outlays for control of the Suez Canal, United 
States investments in the Panama Canal zone, German invest- 
ments in the Berlin to Baghdad railway project and Japanese 
investments on the Asiatic mainland probably were governed by 
political motives more than is ordinarily the case. Although 
examples may be foimd where the political motive appears to be 
as strong as or stronger than the economic motive for foreign 
investments, the greater part of lending and investing abroad 
since the beginning of the nineteenth century appears to have 
been guided primarily by the profit motive. The motto of Cecil 
Rhodes in South Africa is said to have been: “Imperialism is all 
right; imperialism plus dividends is better.”^ In coimtries where 
capital is plentiful and where labor or natural resources, or both, 
are relatively scarce, interest rates tend to be relativel 5 ’' low. In 
other regions, where undeveloped resources and labor are rela- 
tively more plentiful than capital, interest rates may be high. 
Direct comparisons of interest rates in different countries is not 
comdncing proof of variations in producti'snty of capital because 
of differences in the risk factor. However, such comparisons do 
suggest reasons why capital migrates. Government bonds are 
commonly considered to be a type of security invohdng a mini- 
mum of risk. Average yields on government bonds of three 
highly industrialized nations of Europe and four industrially 
backward nations of Asia and South America for the period 1901 
to 1913 are pven in Table 47. 

• Yields on government bonds of the three principal capital-export- 
ing countries of Europe during the period 1901-1913 were sub- 
stantially less than bond yields in Japan, China, Argentina and 
Brazil, all relatively unindustrialized, capital-importing countries. 

* Feiler, a., “International Movements of Capital,” The American 
Economic Review, Supplement, March, 1935, p. 66. 
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Table 47 — Atehage Fields Gotebxmext Bonds n. a Nciebeb or 
Selected Couvtries, 1901-1913* 


Countrv 

Rate of 
mterest 

Average 

yield 

Umted Kmgdom (consols) 

2H 

2 94 

France 

3 

3 12 

Gertnany 

3 

3 &4 

Japan (sterling) 

4 

4 73 

China (gold) 

4H 

4 74 

Argentina 

5 

4 93 

BrarQ 

4 

4 94 


t G tad F K. Fzasso^ Ptu** Joho TlUr j t &oiu Ine Sew S erk. 1933, 

p. 377 Used by eoortcsr ol Meeen. W&mn ftfid Pewnon. 

Prewar Status of Foreign Investments — Great Bntam, France 
and Germany became important capital-exporting nations in the 
order named Germany's capital exports did not de\eIop m a 
large way until near the clO'C of the mneteenth century During 
the «econd decade of the twentieth century, the United States 
became an exporter of capital on balance Capital exjjort data 
are not complete, but enough information is ax ailable to nigge«t 
broad tendencies Hobson* e-timatcs that the aggregate of 
British foreign mvestments increased from about 1,250 million 
pounds m 1S81 to approximately 3,500 milli on pounds m 1913 
He estimates French foreign mxestments to haxe amounted to 
about 1,600 milli on pounds m 1913 A German Admiralty esti- 
mate of 1905 placed the aggregate of German foreign mvestments 
at that time at 800 milli on pounds * The Umted States m 1914 
was a debtor nation on balance, nevertheless, her atirens were 
financially interested m many foreign enterprise^ In 1913 
Umted States mvestments abroad are estimated to haxe aggre- 
gated about 2 bilbon dollars against Umted States <^unties 
owned by foreigners amounting to 4 or 5 billion dollars * Other 

* Hobson, C K., The Export of Capital pp 144 and 162. See also Ritlet, 
Pebct, a Short Eulory of Ir\xeslmtids,Stx Isaac Pitman & Sons, Ltd., London, 
1934, p 175, for wummarr of Sir George PansL’a estimates of British ciTer«ea3 
mvestments m 1913 

*IUd 

* Dcvn, Robebt W , Ammean Fomgn InctilmenU, B W Huebsch and 
Viking Press Inc , New York, 1926, pp 2, 3 Also A Aew Ethmde ef 
Anxnxan {Lntitd Stales) ItteesimenU Abroad, Trade Information BuUeltn 
767, U S Department of Commerce, 1931, p 7 

Note The figures do not inclnde short-term credits. 
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Bations, like the United States, were both borrowers and lenders 
during the prewar period. As already intimated, Great Britain, 
France and Germany probably had larger net balances invested 
overseas before the World War than any of the other countries. 
The French investments went predominantly into European 
government loans. France was not connected by such close com- 
mercial and political ties vath distant parts of the world as was 
Great Britain. Furthermore, French investors were willing to 
sacrifice high ^fields for greater apparent security. This generali- 
zation does not mean that Frenchmen had no share in venture- 
some industrial undertakings in outljdng regions of the world such 
as French Indo-China and South America. It means onlj' that 
prior to 1914 British investors took the initiative in pioneering 
and in the opening up of new fields for industrial development, to 
a larger extent than French investors. Germany, like France, 
tended to follow rathor than, lead in the proeess of extending 
industrial frontiers. Her foreign investments went into govern- 
ment securities first, and secondarily into industrial ventures. 
Netherlands and Belgium were leading money-market centers 
in the eighteenth century and the early part of the nineteenth 
century, but, being relatively small countries, their foreign finan- 
cing became, in the aggregate, relatively less important as wealth 
accumulated in the larger nations during the nineteenth century. 

Among the distant industrial ventures financed vith European 
capital during the century preceding 1914, railway construction 
took first place, but not to the exclusion of a great diversity of 
other enterprises. Securities were sold in Europe for the estab- 
lishment of foreign banks, mining ventures, plantations, telegraph 
lines, docks, municipal works and even manufacturing. Geo- 
graphically, the loans went to United States, Canada, South 
American countries, Oceania, East Indies, Malay States, Japan, 
China, the Near East, Russia and Asia generally. As the 
nineteenth century progressed international business became 
commonplace; it was organized on a larger and larger scale and 
increasing numbers of concerns overreached the political bound- 
aries of national states. 

A few details that have been assembled from various sources 
will help to emphasize the foregoing generalizations about prewar 
foreign investments and to reduce the subject to more realistic 
and concrete terms. British overseas investments can best be 
used by way of an example for two reasons: first, British foreign 
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investments before the World War ere greater in the agj^regate 
than those of any other countrj'j second, more information is 
available about British foreign investments than about tho<e of 
other nations. The total of Britbh overseas investments in 1893 
is estimated to have been distributed as indicated in Table 4S. 


Table 43 — OvEosiua Szcu b iti e s Qcoted ok Lovw)v Stoct Exchaace, 
Jancakt, 1893* 

(The figures represcot par ^’alue3) £ 

Colonial government Eccuntios 225,000,000 

Foreign go\eniment eecunties 525,000,000 

Colonial and foreign coiporation stocks 20,000,000 

Railway's m Dntuh possessions 75,000,000 

Railn-aj's m India 65,000,000 

Rsiliraj's in United States 120,500,000 

RaOtvays m other foreign countnes 127,500,000 

Einlcs operating abroad 50,000,000 

Foreign brewcncs S,500,000 

Gas compames operating abroad 0,500,000 

Iron 500,000 

lAnd and mortgage companies 100,000,000 

Tea compames 2 ,500 ,000 

Telegraph companies 10,000,000 

Watenrorka compames operating abroad 3,000,000 

Tramway companies operating abroad 4,000,000 

Miscellaseous compames, colomal and foreign 30 ,000,000 


Total 

> HiFLET, p- 


£1,363,000,000 


The list of British overseas enterprises in Table 48 includes min- 
ing, manufactunng and communications ventures as well as 
railway financing and the financing of government debts. The 
last two categones bulk larger m the total than any of the other 
classifications As time passed, the total of British overseas 
investments increased, the holdings became more diversified by 
tiTies of enterprise and the geography of the investments became 
more ^ddespread. Great Britain’s total overseas investments in 
2&13 an? estiioated (cr Aatv awm? fkia iirM? as gpfist as ibs 
aggregate for 1893. Sir Gcoi^ Paish’s analysis of the 1913 
figures by types of enterprises indicates an even greater diversity 
than that suggested in Table 48. This analiTis indicates al«o a 
very wide geographical range. An indication of the geographical 
coverage of the figures for 1913 is given in Table 49. Nineteen 
foreign countries in addition to British overseas dominions are 
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listed in the table and others are indicated as being regions ■R'here 
the British had financial interests of one kind or another. 

TiBLE 49 . — ^Amottnt of Cafitai Potucbt Invested by Gee.vt Britain' 
IN' Other Lands — as at December, 1913* 


India and colonies Foreign 






Canada and Newfoundland 

£ 514.670,000 

, United States 

£ 754,617.000 

Australia. 

332,112,000 

Cuba 

33,075,000 

New Zealand 

84.334.000 

Philippines 

8,217,000 

Africa — South 

370,192.000 

Argentina 

319.565,000 

W'est 

37,305,000 

Brazil 

147,967,000 

India and Ceylon 

378,776,000 

Mexico 

99.019.000 

Straits Settlements 

27,293,000 

Chile 

61,143,000 

Hong Kong 

3,104,000 

Uruguay 

36,124,000 

British North Borneo 

5.820.000 

Peru I 

34,173.000 

Other Asiatic colonies 

26,189,000 

Miscellaneous American...] 

25.538,000 




rot non 

Total India and Colonies 

£1,779,995,000 

EglTt 

44.912.000 



Spain 

19,057,000 



Turkey 

18.696.000 



Italy 

12.440,000 



Portugal 

8.136,000 



France 

8.020,000 



Germany 

6,364.000 



Miscellaneous Europe. . . . 

54.550,000 



Japan : 

62,816,000 



China ! 

43,883,000 



Miscellaneous foreign. 




other than Europe and 




America 

69,697.000 



Total foreign 

£1.934,666,000 

> Sir Giwrge Parish’s estimate, Ripley, op. 

cit., p. 175. Used by perm 

isaion of Sir Isaac 


Pitman & Sons. 

Postwar Status of Foreign Investments. — The World War, 
1914 to 1918, and the period of readjustment since the War are 
responsible for far-reaching modifications in the foreign invest- 
ment portfolios of all the leading nations. Great Britain, France 
and Germany sold foreign securities to provide fimds for prosecu- 
tion of the War, and the United States extended huge loans to the 
Allied nations both during and after the War. Some of the 
details of war financing and postwar reconstruction financing 
are given in a later diiision of this volume.* At the present 
juncture, let us attempt to make a cross-section appraisal of the 


1 Part Yl. 
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status of foreign m\estmeats of a few leading nations at the end 
of the third decade of the century and indicate apparent tend- 
encies from this point forward 

The most significant modification in the status of foreign invest- 
ments durmg the decade and a half ending m 1930 was the 
ascendency of the Umted States to a place alongside Great 
Bntam m amounts of long term foreign financmg "What the 
War did in this case as m many others was to accelerate tend- 
encies that were in slow process and, m all probabihty, would 
gradually ha\e come about anyway However, the direction 
which certam Amencan mvestments took and the fe\ensh and, 
in some instances, rash lending were not products of gradual 
evolution and sound ia\estmeDt The aggregate of private long- 
term m\estments of the Umted States at the end of 1930 was 
estimated to be approximately $15,000,000,000 Their rapid 
growth is clearly indicated by comparison with estimates for 1900 
and 1912 The amount of Umted States foreign in\estments m 
1900 was about $500,000,000, that m 1912, $1,900,000,000 « 
Between 1912 and 1930, the Umted States increased its private 
holdings of foreign securities by about $13,000,000 000, an aver- 
age of more than $700,000,000 per year These figures include 
neither World War debts to the Umted States Treasury nor 
short term credits * The geographical distribution of United 
States long term private investments m 1930 and 1935 is mdi- 
cated m Table 50 More than half of the total was m Europe, 
Canada and South Amenca 

By way of mdicatmg types of enterprises mto which Amencan 
mvestments have gone, foreign mvestments may first be divided 
mto direct mvestments and portfoho inv estments Direct 
mvestments (as the term is here used) include (1) investments 
m Amencan-controlled manufacturmg and selling orgamza- 
tions, (2) stocks and bonds m foreign-controlled manufacturing 
and selling corporations, (3) stocks and bonds m purchasing 
agencies and (4) stocks and bonds in petroleum lands, in petro- 
leum-refimng and -distnbutmg agencies, m mming and smelting 
properties, m pubUc utilities, m plantations and in other miscel- 

* A New Etlimate of Amenean {Vtated Slalee) Ineeeltnenie Abroad Trade 
InfoTtnalim BvIUtxn 767, p 7 

* See Chap XL for United States foreign in\ estment data for years since 
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Table 50. — Esti!.i.a.tes or Peivate Loxo-xEEit TJsited St.^.tes 
lirs'ESTiiEATs Abroad ik 1930 and 1935 by Geographical Areas 


Area 

Amount, millions of 
dollars 


1930» 

1935* 

Canada and Newfoundland 

Europe 

Central America and Mexico 

South America 

West Indies 

Africa 

Asia 

Oceania 

3,792 

4,499 

969 

3,042 

1 1.233 

US 
973» 
419 

3,764 

3,543 

S97 

2,937 

1,107 

132 

820 

405 

Totals 

15,045 

13,605 

125 

Deduct estimated net repurchase by 
foreigners 


1,100 




Net totals 

15,045‘ 

12,630 


A’etc Eetirncte of Am«rtccn (UniUd States) InrtttnaiU Jibrocdt Trade Znformaltcn 
BuUeiin 767, p, 7- 

* The Balance of IrJemciioncl Payments of the United States in 1935, U. S. Department o£ 
Commerce, p. 32. 

sExclufiire of holdings of Chinese securities, the actual values of Tvhich Ts-ere so prob- 
lemarical that they "H-ere excluded. The amount is relatively small, possibly not more than 
S^, 000.000. 

< Winhler’s estimates of .'American foreign investments placed the totals at various inter- 
vals from 1913 to 1931 as follows: 


1913 

$ 2 

,625.000.000 

1923 

J 8 

.175,000.000 

1930 

S17 

,528.254,000 

1931 

£17 

.908.206,000 


SotmcE: WiKKiiEU, >1.^, ‘’American Foreign Investments in 1931/* Foreiyn Policy 
Beperis, Foreign Policy Association, Xew York, March, 1932. 

]aneous business properties.^ Portfolio investments consist of 
(1) foreign bonds publicly offered in the United States as far 
back as 1904, (2) foreign bonds privately taken in the United 
States in large blocks, (3) shares of foreign corporations owned in 
the United States and traded on American stock e.vchanges and 
(4) bonds of American subsidiaries of foreign corporations and of 

1 Properties owned by missionarj' and other charitable organizations and 
educational institutions arc not included in the foregoing estimates. 
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American corporations that lend abroad directly. Portfolio 
^%estments are held priniari]3’ by mdi^^dual investors resident 
in the United States and by insurance companies, investment 
trusts and other financial institutions. The foreign security 
holdings of industrial and commercial corporations are considered 
as “direct investments.” Only in Africa, the West Indies, Mexico 
and Central America are portfolio investments of the United 
States of little or no significance. In Europe, more dollars have 
gone into portfolio investments than into direct investments. 

In 1930 the aggregate of British overseas investments exceeded 
that of the United States by not more than 2 billion or 3 billion 
dollars (It’orld War debts ercluded). In 1934 British overseas 
investments appear to have exceeded those of the United States 
by 5 billion or 6 billion dollars. Kindersley's estimates of British 
o\erseas investments for the years 1930 and 1934 are ^ven in 
Table 51. 


TikBLE 51.— NoilOfAL AaomfTS or Bettisb Capital Ktxsted Otzxseas, 
1930 AXt» 1934* 

(ThouAADds of pounds) 
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and $18,000,000,000. In 1934 the average rate of exchange 
between dollars and pounds sterling was $5.04 per pound 
sterling. Great Britain’s aggregate of foreign investments 
amounted therefore, to approximately $18,600,000,000 as 
compared with approximately $13,000,000,000 for the United 
States. 

Recent investment information for other countries is not so 
readily available as that for United States and Great Britain. 
It is common knowledge, however, that France has investments 
in Russia and that she has a large stake in French Indo-China. 
Japan has pursued a policy of borrowing from Western powers 
and investing on the Asiatic continent. Netherlands is finan- 
cially involved in Dutch East Indies ventures. Belgium has 
invested millions in the African Congo; Germany has interests 
in South America and Poland; Italj’- is financially interested in 
Italian Somaliland and Abyssinia. Few nations there are, of 
consequence, whose financial structure is not involved directly 
in the gigantic project of extending industrial frontiers or in 
sending capital along with goods to compete for markets in 
neighboring states. The complicated financial system main- 
tained to promote industry abroad tends to bind all commercial 
nations into one large interdependent system of world econom3\ 

Probable Future Tendencies. — ^The experience of foreign 
investors during the early nineteen thirties was not altogether 
pleasant. Many governments and private concerns defaulted 
their obligations. 

Winkler^ estimated in 1934 that about 37 per cent of the total 
of foreign dollar bonds, outstanding on the American market, 
were wholly or partially in default. Foreign investors of other 
nations suffered losses in smaller or greater amounts. Between 
1928 and 1932, the annual flow of American funds into long-term 
foreign securities declined from about $3,250,000,000 in 1928 to 
about $650,000,000 in 1932.- Other creditor nations likewise 
reduced their capital exports. Again and again, during the last 
century, the rising tide of international investments gave way 
to uncertainty, liquidation and a drying up of the springs of 

* TyrNKLEH, M.VX, “The Future of International Investments,” Annals of 
the American Academy of Political and Social Science, July, 1934, p. 43. 
See also Chap. XL of this volume. 

’ The Balance of International Payments in the United Stales in 1935. 
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international credit After each re\ ersal, hoi\ e\ er, the processes 
of external expansion on the part of nations in the industrial 
and commercial xanguard went optimisticallj forward again 
So long as population densitie**, resource supplies, industrial 
opportumties and mterest rates contmue to be substantially 
different m different countries there would seem to be little 
reason to anticipate that the streams of long term foreign credits 
will dry up and permanently cease to flow 
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CONCLUSIONS CONCERNING CERTAIN ASPECTS OF 
TWENTIETH CENTURY COMMERCE 

A glance at the population map on the front cover will call to 
mind, once more, the fact that populations are dense in some 
parts of the world and sparse in others. Attention is also 
recalled to the fact that agricultural lands, minerals and other 
natural resources are not always most plentiful where populations 
are most dense. Some nations are relatively poor in aU kinds of 
natural resources. Others are rich in coal and poor in iron, or 
they may have an abundance of farming land and a sparsity of 
minerals. Furthermore, technical skill, business leadership and 
political circumstances in some countries are of a quality to 
encourage more effective use of nature’s gifts than is made 
of equally favorable natural-resource endowments elsewhere. 
Great Britain, for example, with an abundance of coal, good 
harbors and little else in the way of natural advantages has made 
the most of her opportunities by exporting technical skill and 
coal, embodied in manufactured goods, in exchange for foodstuffs 
and fabricating materials. China has been less successful in 
taking advantage of her natural surroundings. Japan, with a 
dense population and a scarcity of all kinds of natural resources, 
has developed an export trade in cheap labor, embodied in raw 
silk and manxifactured goods contrived from imported fabricat- 
ing materials. Her leaders are faced with a problem of bartering 
the products of cheap labor for natural resources. Argentina, 
with a sparse population, an abundance of agricultural land and 
little or no minerals, exports wheat, wool, meat, hides and lin- 
seed, produced at low cost under a system of e.xtensive agricul- 
ture. In response to the dictates of a diversified world demand 
and different combinations of productive factors, wheat moves 
from Argentina to Europe, machinery moves from Great Britain 
to Russia, cotton cloth moves from Japan to the Asiatic conti- 
nent, rubber moves from Malaya to America, coal moves from 

265 
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Germany to France and iron m the reierse direction, automobiles 
moi e from United States to Canada and newsprint paper moves 
from Canada to Europe and other eountnes Dunng the last 
century, techmcal improvements ha've created conditions con 
duei\e to enlargement of mtemational trade By hame^mg 
natural forces, science has increased the quantities of crude 
matenals which can be handled and worked into finished goods 
Smce the available supphes of such matenals are scattered m a 
haphazard manner all otcf the face of the globe, it is necessary 
to assemble them at pomts convenient for fabncation and to dis- 
tnbute the finish ed goods 

The Volume of World Trade — Complete and satisfactory 
measures of the amounts of world trade a century or more ago, 
for comparison mth the amount at present, are not available 
Such early measures of world commerce as are available (esti 
mates of numbers of ships and their capacities, for example) 
mdicate that the volume of international commerce mcreased 
dunng the sixteenth, seventeenth and eighteenth centunes and 
contmued to mcrease at an accelerating rate dunng the mne- 
teenth century ‘ Reverses occurred from time to time dunng 
this long mterval as a result of wars, blockades, famines and the 
like, but m general the trend m the volume of world commerce 
appears to have been distmctly on the upgrade Beginning m 
the last half of the mneteenth century, rough compilations of 
Che values of international commerce at penodic mtervals are 
available Between 1875 and 1913, the value of world exports 
and imports increased from approximately £2,740,000 000 to 
£8 357,000 000 Pnees in general declmed between 1875 and 
1913 from 10 to 20 per cent * Hence the physical volume of 
international trade appears to have more than trebled dunng the 
38 year penod 

Foreign Trade per Capita of Vanous Coimtnes — The per 
capita foreign trade of a country vanes with the degree of indus- 
tnal specialization, on the one hand., and vnth its wealth and 

* Enq/clopaedta Bntanntea 14th ed., Vol ^XII pp 346^^ 

* The Bnttsh Board of TVade index nomber of sterling pncM declined 
about 17 per cent between I87o and 1913 The general trends of other 
pnee indices in terms of gold, tended to conform with those of the British 
Index See 17 S Bureau of Labor Slaltsltea ButteUn2Si lor mdexauiahen 
of vanous eountnes 
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diversity of demand, on the other. In Table 52 are listed a 
number of countries Tvith amounts of foreign trade per capita 
ranging all the way from S93 in Newfoundland to less than $1 in 
China. Newfoxmdland’s industry is specialized. Her principal 
exports are fish and fish products, paper and ores.^ Neufound- 

Table 52. — ^Foreign Trade peb Capita of Repeesextative CouNTEiEa, 

19351 


(Values in dollars) 


Newfoundland 

93 

Cuba 

33 

United Kingdom 

77 

United States 

20 

Netherlands 

76 

Jflpan. 

12 

Aiistrj^lm . . . . 

67 

Peru 

11 


59 

Brazil 

6 


34 

CiuBa 

Less than 1 






* Soubce: Foreiffn Commerce Yearbook, 1936, U, S. Department of Commerce. 


land imports machinery, coal and gasoline, textile manufactures’ 
footw^ear, flour, beef, pork, canned milk, sugar and various other 
consumption goods. China produces most of the goods that her 
population consumes, but great numbers of Chinese people live 
in extreme poverty at the margin of subsistence. China is not 
a country’- with a diversified, well-balanced and prosperous 
industrial sj’-stem. Poverty is the principal reason for China’s 
low' per capita volume of foreign trade. 

Among the other countries listed in Table 52, Netherlands 
ranks high in amount of foreign trade per capita. Netherlands 
has a population of more than 600 persons per square mile. This 
small, densely populated nation has little in the way of natural 
advantages except agricultural land, easy access to the sea and 
proximity to large metropolitan cities of western Europe. Lon- 
don and other European cities reach out to near-by agricultural 
countries for dairj^ and poultry products, fresh vegetables and 
other perishable f oodstufis. In a sense, Netherlands is to London 
what upstate New York and surrounding areas are to New York 
City. In the one case, national boundaries are so drawn that 
trade is foreign; in the other it is domestic. 

Among the most prosperous countries listed in the table are the 
United Kingdom and United States. The United Kingdom’s 
foreign trade amounts to nearly S80 per capita; that of the 

’ Iron, lead and zinc. 
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United States amounts to only 520 per capita The Umted 
lUngdom’s industry is centered about her coal fields, agnculture 
13 of relatii ely httle importance The United States, with less 
population per square mile^ than Great Britain, more diversity 
of mdustry and less foreign trade per capita, is the more prosper- 
ous nation of the two In this instance, amount of foreign trade 
per capita and size of national income are in\ ersely correlated 
Amount of foreign trade per capita is only one of many factors 
that reflect size of per capita national income This conclusion 
IS illustrated agam m Australia The foreign trade per capita 
of Australia is less than that of Great Bntam and greater than 
that of the United States Australia’s leading exports are wool 
and wheat, produced in a region far removed from world centers 
of concentrated mdustry, a region where there are miles and miles 
of farming and grazing lands sparsely populated Extensive 
agriculture and a comparatively large volume of foreign trade 
per capita are the results The average Austraban is more 
prosperous than the average Englishman, but less prosperous 
than the a\ crage Amencan 

Another interesting comparison, suggested by the figures m 
Table 62, is between France and British South Africa The per 
capita trade of France is less than that of South Africa Dner 
sity of demand gives nse to foreign commerce m the case of 
France Occurrence and exploitation of a rare mmeral (gold) 
account in large measure for South Afnea’s substantial volume 
of foreign trade per capita 

The other countnes listed in Table 62, viz , Cuba, Chile, Peru 
and Brazil are, m a sense, one industry countnes Sugar tops 
the list of Cuba’s exports Four-fifths of Chile's exports consist 
of mtrates and iodine Minerals including petroleum) consti 
tute more than half of Peru’s exports ilore than half of 
Brazil’s exports consist of coffee Certam dangers are inherent 
in extreme national, industrial specialization If the pnee of 
sugar declines precipitately m relation to pnees of other com- 
modities, there is revolution m Cuba If Europe and Amenca 
succeed in supplying their mtrate needs from nitrogen fixation 
plants, Chile goes bankrupt If Great Bntam attempts to 

‘The density of population m the United Kingdom is approximately 
600 persons per square mile, that in the United States, 43 persons per 
square mile 
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become more self-sufficing in dairy and poultry’’ products, Nether- 
lands suffers. If the bu3dng power of gold declines, South 
Africa is vitally affected. 

One need uot conclude from the foregoing facts that national 
self-sufficiency is the best policy. One need not go to the other 
extreme by overlooking the veiy real and practical difficulties 
which extreme specialization may create. In this connection, it 
is interesting to note that the United States, the wealthiest 
country among those listed in Table 52 and, therefore, the 
coimtry with greatest diversity of demand, has less foreign trade 
per capita than France, a country ordinarily thought of as hav- 
ing a highly diversified industrial system. Possibly the United 
States should expect her international trade per capita to 
increase. This conclusion does not necessarily mean that the 
foreign trade of the United States need be much, if at aU, greater 
in proportion to her total trade than it has been, i.e., about 10 per 
cent. As a country’s national income increases, its foreign 
trade per capita also tends to increase. Great Britain and 
Netherlands might be in a more prosperous condition if they had 
less popffiation and less foreign trade per capita. Some of the 
so-called one-industry coimtries might contribute to world 
economic stability by encouraging greater industrial diversifica- 
tion within their borders even though their per capita foreign 
trade be reduced as a result. 

Effects of Changing Prices. — ^Among the principal raw-material 
imports of manufacturing coimtries during the last century have 
been wheat, sugar, wool, silk, rubber, copper and sulphur. The 
purchasing power per unit of every one of these commodities 
has declined substantially since the eighteen seventies. Prices 
of raw cotton, another important international raw material, 
have just about held their omi with prices in general. The 
progressive cheapness of many basic commodities to be had in 
outlying areas helped to swell the volume of world trade and to 
stimulate manufacturing or intensive types of agriculture in such 
countries as Great Britain, Belgium, Prance, Netherlands and 
Germany. Prices of coal, the principal source of supply of non- 
human energy for the motivation of machines, also declined in 
relation to prices of goods in general, thus contributing to low- 
cost manufacturing in countries with abundant coal reserves. 
Terms of international trade of most of the countries that 
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exported manufactures and imported raw matenals were increas- 
ingli fa\orablc during the nmeteeoth century The goods sold 
by such coimtnes commanded progressiiely greater amounts of 
imports (measured in phjaical units) This fa\orabIe tendencj 
was not maintained in all the leading manufacturing nations 
after 1900 Competition between manufactunng nations for 
foreign markets tended to hax e an unfai orable effect upon terms 
of trade of some of the nations first in the field of power machin 
ery manufactunng — particularly Great Bntam This subject, 
winch invohes «ome of the most compheated portions of inter- 
national trade theory, is treated more fully m Part V, Chap 
XXIV^ Before proceeding to Part V, let us recall certain 
salient trends of industrial deielopment m \anous parts of the 
world by cxamirung m some detail the character of export and 
import trade of leading nations shortly before the outbreak of the 

orld ar 

STATUS OF FOREIGN TRADE OP LEADING NATIONS BEFORE THE 
WORLD WAR 

Great Bntam — Great Bntam was the first of the European 
nations to let her agnculture give way to a manufactunng 
trading economy Bj 1914 Bnlish mdustry was predominantly 
mining manufacturing and tradmg to the exclusion of agncul 
turo Bntish exports were predominantly manufactures, they 
w ere exchanged for fabneating matenals and foodstuffs In 1913, 
textiles and iron and steel goods constituted about half of Great 
Bntain’s total exports Textiles alone (that were subject to 
classification) constituted nearly a third of the total Exports 
of textiles and their products were m excess of one-half of all 
such goods produced in the United Kingdom, exports of iron 
and steel and thevr products were at least one-third of such goods 
produced These two branches of industry (manufactunng of 
textiles and iron and steel and their products) employed in 
arees? aT AJxe-ixsJ/ cf si) wwJIck? esgsgvd j.o msjMifarliwaicy' 
activities On the import side, raw materials and foodstuffs 
bulked large Raw matenals and foodstuffs subject to statistical 
classtSeaiion constituted more than half of Great Bntam's total 
imports in 1913 Such of the foodstuffs imports as could be 
separately classified constituted m excess of a third of the total 
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Another "way of looking at British economy (prior to the 
World War) is in terms of the proportion Tvhich her external trade 
■svas of her total trade and the proportions which exports of 
particular industries were of total production of such industries. 
It has been estimated that in 1913 Britain’s external trade was a 
fourth to a third of her total trade. ^ 

France. — ^In 1914, the proportion that French e.xports bore 
to the national income of France was about 18 per cent, as com- 
pared ‘ttith 23 per cent for Great Britain. French industry was 
more diversified than British industry; nevertheless, French 
exports were predominantly manufactures whereas imports were 
predominantlj’- raw materials and semifabricated goods. The 
value of the twenty leading exports of France in 1913 consti- 
tuted about one-third (36 per cent) of the value of total exports. 
The most important group of items, i.e., cotton, wool and silk 
fabrics, yam and apparel, aggregated about 14 per cent of the 
total. For comparison, it will be recalled that textile exports of 
Great Britain aggregated nearly one-third of British exports. 
Textiles and iron and steel goods exports together aggregated 
about one-half of Britain’s total exports in 1913 as compared 
with less than 20 per cent for France. The exports of France 
were highly diversified in 1913; the imports were le.ss so. The 
twenty leading imports constituted about one-half of the total 
imports; foodstuffs and fabricating materials bulked large. 

1 Exports were 23 per cent of national income; see King, Ti'. I., Income in 
the United States, Harcourt, Brace <fc Company, New York, 1921, VoL I, 
p. 85, for estimates of Great Britain’s national income in 1914. Other esti- 
mates place the ratio of Britain’s foreign trade to total trade at a higher 
figure. A. L. Bowley, in an article published in the Economist of November 
17, 1923, came to the following conclusion: “The information available 
suggests that in 1913, 600 million income (30 per cent of the aggregate of 
home produced income) depended directly or indirectly on foreign trade. 
The proportion can hardly be put at less than one-quarter or more than 
one-third.’’ 

Bowley took into account not only merchandise exports but also earn- 
ings of shinping. Furthermore, he took into account that proportion of the 
x'alue of merchandise produced and exported which involved values of 
imported materials. 

Another way of getting at a rough idea of the relative importance of a 
country’s domestic and foreign trade is to determine the proportion of 
movable goods annually- produced that is exported. For Great Britain this 
figure is 25 to 30 per cent. 
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Germany — Gennanj 's prewar imports, like tho«e of France 
and Great Britain, consisted largely of raw materials and food 
stuffs Her exports consisted largely of manufactured goods 
In 1913, iron and steel machinery, chemicals, dyes and cotton 
manufactures constituted in excess of one-third, m value, of all 
German exports Between 1900 and 1913, the«« groups of 
exports mcreased more rapidly than total exports The \alue 
of iron and steel, machinery, vehicles, ships, chemical and dye 
exports mcreased about 190 per cent between 1900 and 1913, 
the value of total exports dunng this period mcreased approxi- 
mately 100 per cent The proportion which German exports 
bore to her estimated national mcome m 1914 was about the 
same as that of Great Britain, m , 23 per cent • 

Umted States — At the begmmng of the twentieth century, 
Umted States, like Germany, was fast swingmg mto position 
where she was to compete vigorously for a generous share of the 
world 8 market for manufactured goods In 1900, crude mste- 
nals and ran foodstuffs constituted about 40 per cent of Umted 
States exports, and manufactures* about 60 per cent In 1913, 
crude matenals and raw foodstuffs constituted about 34 per cent 
of Umted States exports, and manufactures* about 66 per cent * 
Italy — Italy at one time was an mtermediary of commerce 
between East and ^ est During the last decades of the nme- 
teenth century, she made extensive improvements m her port 
facilities, but world conditions had so changed that these meas- 
ures were not sufficient to restore the peninsular nation to her 
former place m world commerce Between 1910 and 1914, Italy’s 
imports and exports amounted to only about 3 per cent of the 
world total, as compared vnth about 8 per cent for France, 11 or 
12 per cent for Germany, and 17 per cent or more for Great 
Bntam * Estimates place Italy’s national income m 1914 at 
S112 per capita as compared with $148 for Germany, $185 for 
France and $243 for the United Ivingdom * Population density 
1 Estimates of national income from King, op nf , p 8o Export data 
from iSlalM<icaf Abslraci of the Untied Statee, 1914, p 688 

* Manufactured foodstuSs and semimanufactures included 

* Tlie tariff aspiects of this subject are discussed m Chap XXXVIII and 
Part \II of the present volume 

‘Source Commerce Yearbook, \oL II, p 772 U S Department of 
Commerce, 1929 
‘ Else, op cti ,p 8o 
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and dearth of mineral resources have been serious handicaps to 
the realization of Italian aspirations in the realm of twentieth 
century commerce and industr3^ 

Japan. — ^The position of Japan in world trade at the beginning 
of the twentieth century is of particular significance because 
foundations were being laid for an extraordinarily rapid increase 
in exports of low-cost Japanese manufactures. In 1933, the 
aggregate exports of Japanese cotton goods surpassed that of 
Great Britain. With her large and expanding population, her 
cheap labor and her desire for external economic expansion, Japan 
presents today one of the most perplexing international relations 
problems on the horizon. 

As late as the middle of the nineteenth century, Japan was an 
isolated hermit nation about which Western countries had little 
knowledge. When, in 1854, Commodore Perry, with ten ships 
and 2,000 men, bluffed the Japanese into the signing of a com- 
mercial treaty with the United States, the island nation was 
ruled by a feudal aristocracy. Manufacturing, transport and 
agriculture were almost as backward as those of medieval 
Europe. Having once been introduced to Western improve- 
ments, the Japanese were quick to make use of them. By 1913, 
Japan had cast aside most of her ancient methods in every 
department of industry where economic circumstances made it 
possible to do so, and had become a modernized industrial nation. 
The two departments of industry in which mechanization went 
forward most rapidly were the reeling and preparation of raw 
silk for foreign markets and the manufacture of textiles. Japan 
exports raw silk and imports other textile fibers, wool and 
cotton principally. Textile raw materials constituted more than 
one-third of Japan’s total imports in 1913; textile manufactures 
made up more than one-fourth of the exports and raw silk 
31 per cent of the exports. Iron, steel and machinery imports 
made up 15 per cent of total imports. 

Russia. — ^Russia is a large country, rich in natural resources. 
Northern Russia is a great snow-covered forest area. Much of 
southern Russia is a treeless plain, some parts rich and well 
watered, others too arid for any good use. Industrial develop- 
ment was slow to get under way in Russia. In 1905, the coimtry 
had only about 7,350,000 cotton spindles as compared TOth 
Great Britain’s 40 million to 50 million cotton spindles. In 
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1904, Russia produced about 2 million tons of pig iron as com- 
pared with an output of oi er 9 million tons m Great Bntam In 
1900, Ru'«ia produced about 16 million tons of coal in contrast 
with Great Britain’s output of approiomatclj' 225 million tons 
The Trans-Sibenan Railway \ias completed between 1900 and 
1905 In 1913, Russia had between 40,000 and 50,000 miles of 
radisay construction, the Umted States (with which Russia is 
somewhat comparable m transportation needs) had m excess of 
260,000 miles of railway construction m 1913 ^ In short, Russia 
^as a relatively unmdustnahzed nation at the outbreak of the 
World War In 1914, less than 20 per cent of the population 
hved m towns Smee the World War, Russia's raining and 
manufacturing industries have developed at a phenomenal rate 
Her exports before the World War were largely crude matenals 
This condition has not changed as yet, but the tune may come 
w hen Russia will compete to secure a share of the w orld’s busmess 
in manufactures commensurate with the size of her population 
and the richness of her mmeral resources 
A Number of Other Countnes a few exceptions, other 

countries of the world were less industrialized and less prosper- 
ous at the end of the first decade of the twentieth century than 
the first four considered, viz , Great Britain, Germany, France 
and United States * Belgium was highly mdustnahzed and 
prosperous, but small In Switzerland, a relatively large pro- 
portion of the population was engaged m manufactunng, but 
Swiss industnes, by and large, were based upon the handiwork 
of craftsmen and were not eo profitable as the mass-production, 
power-machmerj industnes of Great Bntam or Germany 
Canada, Austraha and South Amencan countnes exported food- 
stuffs, textile fibers and petroleum and other mmerals to Europe 
and Umted States in exchange for manufactures Canada and 
Austraha were rapidly developing manufactunng industnes at 

1 The foregoing data were obtained from Knowles, L C A , EeonomK 
Develcpmenl in the Ninelemlh Centurji, Gcoijie Routledge and Sons, Ltd , 
London, 1932, p ISo, Yugoff, A., Economic Trendt in Sonet Rxuna, George 
Allen and Unwin, Ltd , London, 1030, p 23, Page, tVilliam, Commerce and 
Indiuiri/, Tablee of Siatutiea for the Bntuh Empire from 1815, pp 170, ISO, 
230, andSinlMlu-nt A5«Irart United Statee, 1022, p 310 

* Estimates of per capita national incomes of these countries and a number 
of others in 19H follow United Kingdom, 1243, Germany, JH6, France, 
1183, Italy, 8112, Austria Ilungaiy, $102, Spam, $54, Japan, $20, Australia, 
$263, Canada, $10 j Kisa,op cit,p 688. 
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tome. China exported silk, raw cotton and certain minerals in 
exchange for breadstuffs and manufactures. India’s situation 
was similar to that of China. Africa (Egypt excepted) was 
of relatively little importance in terms of her external trade. 
Egypt exported raw cotton and imported manufactures. The 
Near Eastern countries exported petroleum in large quantities; 
sugar came from the East Indies and the West Indies. South- 
eastern Europe was predominantly agricultural. 

LONG-TIME TENDENCIES 

A niimber of dominant tendencies in the world’s international 
trade were in evidence before the World War. The total 
volume of world trade was increasing. Nations were striving to 
strengthen their economic positions by developing manufactur- 
ing industries. In this they were assisted by capital loans and 
exports of capital equipment from the industrially more advanced 
countries. Commerce was expanding in all directions. Barter 
terms of trade in certain of the older manufacturing nations were 
becoming less favorable after about 1900. 

Another tendency, obscure, slow mo^’ing, scarcely noticed, was 
beginning to make its effects felt early in the twentieth century. 
This was a gradual decrease in the proportion of aggregate trade 
among highly industrialized nations and an increase in the pro- 
portion of aggregate trade between highly industrialized nations, 
on the one hand, and industrially backward nations, on the other. 
The evidence shows itself in the statistics of commerce between 
Great Britain, Belgium, France, Germany and United States, on 
the one hand, and between Great Britain and less industrialized 
nations on the other. Great Britain's trade with Belgium, 
France, Germany and United States rose from 33 per cent of her 
total exports and imports in 1860 to 36 per cent in 1880 and 37 per 
cent in 1900. After 1900, British trade with these highly 
industrialized countries increased less rapidly than her trade 
udth other parts of the world, which had less manufacturing. 
By 1910, the proportion of Britain’s total external commerce 
which was with Belgium, France, Germany and United States 
had declined to 29 per cent (Table 53). The tendency suggested 
by the figures in Table 53 does not appear to have been pr(> 
foundly altered by the World War inasmuch as Britain’s trade 
with the four coimtries in question, viz., Belgium, France, Ger- 
many and United States, was a smaller proportion of her total 
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Table 53 — Erthsh Tbade with Otheb Highlt IndCstrialized Natiovb* 



Percentages of total exports and 

Trade with 

imports of the Umted Kmgdom 


1860 

ISSO 

1900 

1910 

Belgium 

1 5 

2 4 

3 9 

3 8 

France 

6 2 

S 4 

S 5 

6 5 

Germany 

7 5 

5 9 

6 8 

6 5 

Umted States 

17 7 

19 7 

IS 1 

12 5 

ToUl 

32 9 

36 4 

37 3 

29 3 


* Computed {rom diU pretented br Page «p etL 


trade m the nmeteen twenties than it had been before the War ‘ 
Sitmlar conclusions may be drawn from foreign commerce 
statistics of the Umted States In the eighteen eighties, 65 to 
70 per cent of this country's external trade was with Europe, 
as compared with about 40 per cent in the nineteen twenties ’ 
As the proportion of United States trade with the manufac- 
turing countnes of Europe decreased, that with less de\ el- 
oped countries m North and South America, Asia and Oceama 
increased * 

’ Data computed from Commnee Yearbook, 1929, Vol II, p 658, ahow the 
followmg results 


1 

Trade with 

Percentages of total 
exports and unporta of 
the Umted Kmgdom 

1913 

1927 and 1928 
average 

Belgium 

2 8 

3 3 

France i 

5 8 

4 5 

Getmssy 

9 4 

5 3 

Umted States 

13 2 

12 5 

Total 

31 2 

2o 6 


Note The data after 1910 are not etactljr comparable with that before 
1910 because of mmor changes in the British statistics 
* Staiislteal Abairaci of the Untied StaUa, 1933, p 414. 
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As certain of the predominantly agricultural and mining 
countries develop matured manufacturing systems, nations first 
to exploit the advantages of power-machinery manufacturing and 
commerce may have to modify their ways of life and their courses 
of progress. Some nations may have to give up a part of their 
foreign markets for manufactured goods which, in the past, have 
been highly remunerative and take recourse to a larger share in 
the world’s less remunerative agricultural occupations. Great 
Britain, for example, may revert to more dairying, poultry rais- 
ing and other t3^es of intensive agriculture than she has had 
during the last century. British living standards maj'" fall in 
relation to li^ung standards elsewhere. The population of Great 
Britain is already approaching a static state: it maj’’ in time 
decline. An alternative possibility is that British inventive 
genius may create entirely new industries or initiate far-reaching 
technical improvements much as they did in the seventeenth 
and eighteenth centuries and again lead the world to higher 
levels of prosperity and comfort. The United States furnishes 
an example slightly different in character. If the United States 
is to maximize the volume of her international commerce, domes- 
tic textile manufactures may have to give way to foreign textile 
manufactures in the domestic market in order that the countrj’-’s 
more efficient steel-goods industries may expand in foreign 
markets. If the United States continues to protect her textile 
industries, specialization and enlargement of foreign trade vdll be 
retarded. 

So long as differences in population densities exist in the 
various trading nations and the several kinds and qualities of 
natural resources remain unequally di^dded there vdll be com- 
parative cost bases for international trade among even the most 
highly industrialized countries. If, however, as industrialized 
nations approach maturity their population densities become 
less unequal, their improved techniques more common and their 
high-cost industries more rigid, the volume of international trade 
among such countries ma5^ decline, as a result of a narroAving of 
comparative cost differences, on the one hand, and an increase in 
the number and effectiveness of trade restrictive barriers, on the 
other. 



PAHT V 

TRADE PRACTICES A2sT) PRINCIPLES 

INTRODUCTORY 

Many medieval and early modem economic practices and 
doctrines were swept away with the rise of a power-machinery 
economy. During the nineteenth century economic philosophies 
were remodeled and better adapted to conditions of the times. 
The present generation has inherited a close-knit body of nine- 
teenth centuT}’’ economic theories and is engaged in the tedious 
task of examining them — one by one — subjecting them to statis- 
tical verification in the light of twentieth century conditions 
where possible and modifying or discarding those which do not 
conform with present-day facts. Some students of economics 
would discard the whole body of nineteenth century doctrines 
and be^ the gigantic task of building a completely new system. 
Examination of the trends of world industry and commerce 
reveals little justification for measures so extreme. In evaluating 
“economic laws ” it is weU to remember that in the world of prac- 
tical affairs many counteracting forces may be simultaneously at 
work. It is well to remember also that a majority of the so-called 
economic “laws” or principles are no more than explanations 
of results that tend to flow from habitual patterns of human 
actions and reactions. To the extent that human habits change 
or become less dominant influences many of the so-called eco- 
nomic laws are modifiable. When, for example, nations are 
plunged into war, national groups may be induced to act with 
more unity and less thought of individual desire than is customary 
in time of peace. Production may be controlled by the state, 
prices and exchange rates may be fixed, monetary units depre- 
ciated and international gold flows prohibited, and the customar3'^ 
freedom of indhdduals may give way to conscription for war 
service. Less abrupt changes in habitual modes of livdng occur 
almost continuously, in many cases unnoticed by most of us. 
In view of these facts it is surprising to find how little many of 
the economic generalizations formulated in the nineteenth cen- 
tury need be modified to portray with reasonable accuracy the 
workings of the international trading system of the twentieth 
century. 
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FOREIGN TRADING AGENCIES AND PROCEDURES 

Economic gains which the people of most of the great commer- 
cial nations secure through international trade are results of 
profit-seeking activities of private business concerns. This 
statement holds true in spite of the fact that during the last two 
decades a number of nations have brought their external com- 
merce under closer supervision of the state than it was before 
the World War.^ Appreciation of the fact that international 
trade involves a complicated system of specialized business 
institutions is necessary to an understanding of political forces 
which work in the background to establish different kinds of 
policy. Furthermore, some understanding of foreign trade 
organization and technique is necessary to an appreciation of 
such problems as exchange control and international monetary 
stability. 

Types of agencies engaged in foreign trade are conditioned by 
the nature of products traded. International products may be 
divided into two principal groups, viz., raw materials and manu- 
factured goods. Manufactures originate principally in countries 
that are advanced in the application of improved technical 
methods. Such countries, as a rule, are financially strong, and 

^ Russia affords the outstanding example of state control of external 
commerce. Foreign trade betxveen the Soviet Union and other countries 
is a state monopoly; it was nationalized in 1918. Originally the People’s 
Commissariat for Foreign Trade was alone empowered to transact opera- 
tions of external commerce either directly or through bodies designated by 
it. However, subsequent legislative interpretation of the principle of state 
monopoly of foreign trade has had a decentralizing effect. The People’s 
Commissariat now performs only administrative functions, actual commer- 
cial transactions being carried on by state trading agencies such as Amtorg 
(United States) and Arcos (England) and by smaller trading organizations, 
some of which are privateb' financed. Foreign capital is induced to partici- 
pate in Russian industry by grants to foreigners of export and import privi- 
leges in conjunction with manufacturing, mining, lumbering and agricultural 
concessions. 
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their exporting houses are m position to take the loitiatn e in 
financing international transactions Furthermore, manufac- 
tured goods lend themselves to active selling They are adver- 
tised and m other ways are introduced mto consuming habits 
abroad Producing units m manufactunng mdustnes tend to 
be large and their output is subject to more or less regulation m 
accordance with market opportunities The quality of manu- 
factured goods 13 subject to control Easily recogmzable dif- 
ferentiation as betv een brands and qualities is often possible and 
selling methods are devnsed to create consumer preference for 
the goods of particular manufacturers l^aw matenals, on the 
other hand, are purchased by mdustnal users, usually m bulk 
They are not so subject to differentiation and brand advertising 
as are manufactured goods In case of many agricultural raw 
matenals, such as wool, cotton, wheat, coffee and eggs, the pro- 
ducing umt IS small the surpluses of many farms bemg required 
for economical handling in international commerce Production 
of other raw matenals such as rubber, sugar and minerals, is 
frequently uutiated and financed by concerns in consummg 
countnes that have reached out to the less developed parts of 
the world for fabncating materials m order that factones may 
expand 


TRADE IN RAW MATERIALS 

Durmg the nineteenth century Dutch, Bntish and to a less 
extent French and German banking institutions financed extrac- 
tive mdustnes m the less mdustnalized regions all over the 
world — ^Asia, North and South Amenca, Oceama and Afnca A 
compheated orgamzation for trade m raw materials grew up 
around the European financial centers Since the World War, 
institutions for the handlmg of raw-commodity trade ha\ e dev el 
oped near the pnncipal sources of supply Trade practice m the 
handlmg of raw matenals is thus undergoing slow modification 
Neverthefess, custom and conformance to established fiafiits 
contmue to exercise more influence than is the case with manu- 
factured goods 

Assemblmg — ^Many of the agneultural staples are assembled 
from thousands of scattered farms by local dealers and large 
merchants Such commodities am graded and stored by the 
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merchants and passed along to industrial consumers in uniform 
lots required by manufacturing plants which speciahze in the 
production of standardized goods. Cotton and wheat, for e.xam- 
ple, are assembled in producing cormtries by merchants who 
maintain great storage warehouses from which the cotton and 
wheat move either to other merchants noth warehousing facilities 
abroad or to milling and spinning companies. Local dealers 
frequently purchase directty from farmers and pass the cotton or 
wheat to larger merchants. In the Brazilian coffee trade, com- 
isarios buy coffee from the planters whom they sometimes 
finance during the growing season. The comisarios sort and 
grade the lots of coffee and sell through brokers to export houses 
in the ports. Growers of jute in British India seU to local dealers, 
who in turn pass the jute along to large export merchants. Java- 
nese copra growers sell to local dealers. The local dealer sells to 
a traveling merchant who in turn sells to an export house, owned, 
ordinarily, by Europeans. In general, where producing units 
are relatively small and widety scattered merchants and local 
bu3'’ers perform a collecting or assembling function that brings 
the raw materials together in suflacient mass for economical 
han dlin g. In raw-material industries where the producing imit 
is relatively large (sugar, coal, iron ore, petroleum, lumber, for 
example) local assemblers are not necessarjx In this case the 
producer and tho export merchant may be one and the same 
concern. 

Producer Exporting. — Cuba is one of the principal sources of 
supply of raw sugar. Some of the large Cuban centrals maintain 
sales offices in Havana to which information concerning the 
quantity of sugar produced, its quality, etc., is sent daily during 
the grinding season. Sales ordinarily are made by these Cuban 
sales offices to foreign refineries, through brokerage houses vith 
offices both in Cuba and in the consuming countries (New York, 
London and elsewhere). The brokerage firm does not buy the 
commodity outright as is the case with a merchant; brokers 
negotiate purchases and sales between the centrals and refineries 
and receive a commission on sales for their ser'vdces. A few of 
the larger centrals in Cuba maintain direct selling offices in New 
York, but the aggregate amount of sugar sold by them directly 
to refineries vithout the intervention of a brokerage firm is rela- 
tively small. Also the amount of Cuban sugar mo%dng through 
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the hands of jobbers or merchants who purchase outnght for 
resale to rcfinenes is relati\ely small 

The bulk of Chilean mtrates, like that of Cuban sugar, passes 
through the hands of brokers who negotiate transactions between 
Chilean producers and foreign merchants Coal ig another 
product that requires little assembhng in the sense that wheat, 
cotton and other farm products are as«embled American coal 
exports are transacted by large American mimng compames 
Bnti'h coal that enters the channels of international trade is 
customanly passed from the collieries to British exporting firms, 
nhich in turn sell to foreign importers ^ Petroleum mo\es from 
producing regions to refining plants located m some instances 
near the petroleum wells and in other cases near consummg 
markets or the seaboard Crude petroleum moves from Russia 
to neighboring Continental countries and Great Bntam Much 
of the Mexican petroleum and petroleum produced in northern 
South America moves to United States refineries Crude 
petroleum from Persia goes to Great Britain and elsewhere 
Ordinarily crude petroleum is extracted by large companies such 
as the Standard Oil Company and the Royal Dutch Shell Com 
pany which also own refimng plants The large oil companies 
own fleets of tank cars and tank ships and perform most of the 
marketmg functions with their own personnel The crude- 
petroleum trade is a case where producer exportmg is combmed 
nith consumer importing producer and mdustnal consumer 
being one and the same company In the case of lumber some 
of the larger sawmill operators maintain their own exporting and 
selling establishments A more common practice is for the 
sawmill operator n hose lumber enters the channels of mtema- 
tional trade to sell either to a lumber merchant w ho buj’s outnght 
on his onn account for resale or through an export agent who 
handles the lumber on a commission basis Export agents and^ 
export merchants in the lumber trade sometimes sell directly 
to the importer, in other cases they ^ell through one or more 
foreign brokers whose function it is to as'sembic orders and 
transmit them to the export agent or merchant 
Procedure m the Transfer of Ownership — Transfer of owner 
ship 13 one of the most important steps m the whole compheated 
•The coUicnes and exportmg firms may be owned by a single large 
corporation or holding company 
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system of international trade in raw materials. In some cases 
transfer of title to the goods is by so-called “private sale”; in 
other cases sales and purchases are consummated at auction 
markets and m stUl other cases transfer of title to the goods is 
negotiated through brokers who are privileged to buj’- and sell on 
organized exchanges, for the accounts of their respective clients. 
So-called “private sale” does not involve open announcements 
of bids and offers to assembled groups of potential buyers and 
sellers as in the case of auction sale or organized exchange trans- 
actions. Private sales range all the way from simple barter 
transactions with savages to agreements drawn in a lawyer’s 
office. Auction sales are more exciting. On the great auction 
markets commodities are offered in lots to highest bidders by a 
vociferous gentleman possessed of more or less theatrical talent. 
In London and Liverpool rubber, wool, tea, coffee, indigo and 
furs are sold at auction. In Rotterdam and Amsterdam are 
large auction markets for coffee, tobacco, tea, rubber, spices, 
cacao and tin. Ivory, wool and hides are sold at auction in 
Antwerp. Lumber is sold at auction in Ha\Te and wool in 
Bremen. In New York great hide and fur auctions are conducted 
periodically. Auctions are also held in many of the producing 
countries. In Australia wool is commonly disposed of at auction. 
Plantation rubber is sold at auctions held in Singapore and 
Batavia. Portions of the India, Ceylon and Java tea crops 
are sold at auctions held in local cities. It is not uncommon 
practice for raw materials to be consigned to commission houses 
in cities that have widely known and attended auction markets. 
By consignment is meant the forwarding of produce to a com- 
mission house for sale at whatever price it viU bring. 

Another method of transferring ownership of basic commodities 
is by way of organized exchanges. Intermediaries on the organ- 
ized exchanges, called brokers, make bids and offers for their 
clients amidst a hubbub of shouts, signs and gesticulations which 
to the uninitiated are aU but unintelligible. Wheat and cotton 
are traded on organized exchanges both in consuming and in 
producing countries. Sales on these markets are made for spot 
delivery and for future delivery. Spot delivery proAudes for 
prompt acquisition of title to goods stored in specified warehous- 
ing areas. Future delivery provides for acquisition of the goods 
during some specified future month. Among the commodities 
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which cm now be bought and sold on organized exchanges are 
wheat, cotton, wool tops butter, eggs, pork products, cottonseed 
oil, tin, copper, zinc, lead, petroleum hides and skins, raw silk, 
rubber, potatoes, coffee, sugar and cacao Orgamzed exchanges 
operate m Liverpool, London, Havre, Amsterdam, Antwerp, 
Rotterdam, Hamburg, New York, Montreal and various other 
large metropohtan centers Futures trading on the orgamzed 
markets has particular significance m mtemational commerce 
inasmuch as it prondes the machinery for maint ainin g a high 
degree of sensitivity among pnces of a basic commodity such 
as wheat or cotton m all the leadmg world markets 

TRADE IN MANUFACTURED GOODS 

In the marketmg of manufactured goods exporters take the 
imtiative Each exporter decides for himself the best method of 
creatmg demand for bis particular goods and the most effective 
method of putting them m the hands of consumers Markets 
for the disposal of manufactured goods are not so highly organized 
as raw-commodity markets, and marketing practices m manu- 
factured goods trades are less ngidiy defined by custom and 
habit than is the case with raw commodities Foreign trade m 
manufactured goods may be said to be “direct" or “indirect" 
according to the number of intermediaries through whose hands 
the goods pass The fewer the intermediaries the more direct 
the trade Some concerns mamtom branches m foreign countries 
and perform most of the foreign selling or buying functions with 
their own personnel, others depend almost entirely upon servuces 
rendered by mdependent foreign trading middlemen. 

A direct exportmg concern is usualli a large umt m its mdustry 
Examples of direct exporters m the Umted States are the National 
Cash Register Company, the Umted States Steel Corporation, 
Remington Rand, Inc , the Smger Sewing blachine Company, the 
International Harvester Company, the Eastman Kodak Com 
pany, the Ford Motor Company and General Motors, Inc The 
foreign orgamza'tions ol such concerns may consist merely ol 
sales branches, or they may combme foreign sales branches with 
foreign assembly or manufacturing plants The list of American 
firms which operate foreign manufactunng branches is long, also 
varymg numbers of British, French, German and Japanese com- 
pames mamtam foreign branches for manufactunng as well as 
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selling. Of the total number of all concerns which have foreign 
sales branches, however, by far the greater number conduct what 
amounts to no more than a wholesaling business or some part 
thereof. 

In place of maintaining a staff of foreign salesmen, many manu- 
facturing companies give foreign agents contracts to sell their 
goods in specified markets on a commission basis. These inter- 
mediaries are called foreign sales agents. Another type of inter- 
mediary in the export trade is the merchant. He buys goods 
outright for his ovm account in the hope of disposing of them at a 
profit. He is essentially a wholesaler. Merchants handle much 
of the trade in manufactures with backward countries, in which 
commercial and banking facilities are not well developed. 

The exports of one. coimtry are imports of other countries. 
Much as some concerns are engaged in “direct” exporting, so also 
other concerns are engaged in “direct” importing; that is, they 
perform most of the importing functions with their own personnel. 
Art goods, style merchandise, musical instruments, scientific 
instruments and industrial machinery — goods which involve 
elements of personal taste or scientific judgment and which, 
therefore, require considered selection — lend themselves to direct 
importing. Importers of art goods, jewelry and highly styled 
merchandise send skillful buyers abroad to make selections. 
Merchandise that does not require so much skill in selection may 
be secured through the so-called “indirect” methods of import- 
ing. Merchandise of this class may be purchased through an 
import merchant or some other intermediary agency. The 
import merchant buys outright for resale at a profit. One class 
of import merchant specializes in particular products or related 
groups of products — ^tool steel, cutlery, chinaware, cotton piece 
goods, woolen goods, laces, toys, women’s wear, etc. Another 
class does a general import business, bringing together a diversi- 
fied group of products from a wide range of markets. The 
specialty import merchant seldom does any export business. The 
general import merchant frequently does a general export busi- 
ness along with his import business. Some of the large merchant 
companies in the United States have departmentalized import 
divisions which, in the aggregate, handle merchandise as mis- 
cellaneous as dry goods, groceries, hardware and basic raw mate- 
rials. The same merchant company may also have export 
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departments that handle drj goods, fuels, chemicals machinery, 
etc Such a concern maj become so m\ohed in the financing 
of trade with backward countries that it acquires ownership and 
responsibility for the management of shipping hnes, port facilities, 
mines sugar estates banking houses, etc 

FOREIGN TRADE FINANCING* 

Foreign trade invohes a con\ersion of the currency of one 
countrj mto that of another pounds sterlmg into dollars, for 
example, or \nce lersa Foreign exchange banks or foreign 
exchange departments of banks facilitate the transferring of 
\alues from one country to another and from one currency to 
another by buying and selhng foreign exchange The banker 
with a foreign exchange business maintains deposits abroad 
When he purchases foreign exchange he thereby depletes his 
domestic funds and increases his foreign balance When he sells 
foreign exchange he thereby adds to bis domestic funds and 
depletes his foreign balance Over a penod of time the aggre- 
gates of foreign exchange which a banker purchases and sells 
approximately offset one another (except for profits realized or 
losses sustained m the buying and sellmg transactions), thus leav- 
ing the balances of his foreign accounts more or less unchanged 
in amount 

A resident of London who imports machinerj from the United 
States may be faced with the problem of exchanging Bntish 
pounds sterling for Amencan dollars in order to pay the American 
exporter in the currency of his own country If the goods ha\e 
been purchased on open book account and if the sales contract 
is m terms of dollars, the importer may purchase from his London 
bank, with pounds sterlmg a check for dollars on an Amencan 
bank This check is then forwarded to the Umted States exporter 
m payment for the machmery imports The importer pays 
pounds to bis bank in London The exporter m nho«e fa\or 
the check is made cashes it for dollars in the Umted States The 
London bank has, by the transaction augmented its holdings of 
pounds sterling m London and reduced its deposits of dollars m 
the Umted States 

* An excellent article on this subject by Mr Felix Ferram of the Indus- 
trial Trust Co Providence R I la to be found in the Export Trade and 
Shipper March 29 1937 The Export Shipper Publishing Co , New York 
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If the contract of sale in the foregoing transaction specifies 
that payment shall be made in pounds sterling in place of dollars, 
the United States exporter bears a risk of exchange fluctuation 
bet-ween the date of sale and the date of collection. He may 
hedge against possible loss from an adverse change in exchange 
rates by contracting vdth a United States bank to purchase a 
sterling check on a specified future date at a specified price, or 
he may draw upon the importer and sell the draft to a United 
States bank. In the first instance the importer sends his own 
sterling check drawn on a London bank to the exporter or he 
may send a London bank check drawn in pounds sterling. In the 
second case the exporter draws a draft on the importer when 
the goods are shipped. Such a draft is called a hiU of exchange. 
The drawer is the exporter. The drawee is the importer. The 
bin of exchange may be sold to a United States bank. In this 
case the exporter receives dollars from the United States bank 
and the bank receives pounds sterling in London when the bill 
of exchange is paid b}’’ the British importer. 

If the British importer’s credit standing is dubious, the exporter 
may request a letter of credit from the importer’s bank authoriz- 
ing bills of exchange covering specified shipments of goods to be 
drawn upon it. Ordinarily, a bill of exchange drawn upon a 
bank is more negotiable than a bill of exchange drawn upon a 
comparatively unknown importer. Another method of financing 
exports to importers whose credit standing is uncertain is by the 
use of a documentary bill of exchange. In this case the bill of 
lading and other shipping papers covering the shipment in ques- 
tion are attached to a bill of exchange dravm upon the importer. 
The documentary draft may be sold to a United States bank and 
forv'arded to a British bank and collection made or acceptance 
secured^ from the importer before the shipping papers are turned 
over to him. A documentary draft — even though it be drawn 
upon an importer of weak credit standing — ^is usually negotiable 
because its holder is doubly secured against loss. The fact that 
the attached documents constitute title to the goods they repre- 
sent is one form of security; the fact that the maker of the bill 
of exchange is legally responsible for its payment if the drawee 
fails to meet the obligation is a second form of security for the 

^ Acceptance of a bill of exchange is made by endorsement across the face 
of the bill. The endorsement constitutes acknowledgment of the obligation. 
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holder of the bill ^Tien a "documents against acceptance bill” 
has been accepted by the drawee, the documents are removed and 
the accepted, clean commercial bill is ordinarily discountable in 
the bill market if the owning bank does not wish to hold it until 
maturity 

Bills of exchange are employed m mtemational transfers of 
funds arising from nonmercantile transactions as well as those 
arising from mercantile transactions ^ In other words, the 
foreign exchange banker facihtates mtemational currency con- 
%ersioii3 and transfers whether they anse from merchandise 
mo\ements or from other items that enter mto a country’s bal- 
ance of pa3maenta 

Foreign exchange is sold and bought m various forms The 
New York Times and vanous other daily papers and financial 
journals quote ‘‘90-day” bills, "demand” exchange, "cables" 
and other types of exchange that differ m degrees of futu- 
nty They also give "pars” of exchange for vanous countnes 
"Nmety-day” bilb are collectible 90 dajs from date or from the 
tune of acceptance as the ca«e may be "Demand" exchange 
IS represented by bills collectible on demand "Cables” repre* 
sent exchange transmitted from one country to another by tele- 
graphic communication "Mmt par of exchange” was defined 
m Chap II of the present volume In the press quotations of 
exchange a distmction is made between "commercial” bills and 
“ bankers' ” bills "Commercial ” bills are drafts or orders drawn 
upon commercial concerns Commercial bills may be drawn for 
payment or acceptance, as the case may be, at sight, they may be 
drawn for payment on demand, or they may be drawn for accept- 
ance on sight and for payment at some specified future tune 
Thus there may be commercial 69- or 90-day bills as well as 

* The person who expects to acquire full worJaog knoTrledge of foreign 
exchange operabons will ha\e to master a great many technical and legal 
considerations which we ha> e not even mentioned A number of good books 
on the subject are available Among them are the following 

WHiTAnrn, ALDEnr C , Foreign ExehanQe, D Appleton Century Com- 
pany, Inc , New lork, 1933 

Attaliov, Albert, Monnate, prtx et chajtge expineneea r/cenUa ihione, 
labrairie du Recueil Serey, Pans, 1933 

Kiva, Robert H , PnnetpUs of BanktuQ Currency and Foreign Exchange, 
Sir Isaac Pitman A Sons Ltd , London, 1930 

SccG ArthurGeorce, ArilAmrfieondPfacItceo/Fornjm Exdiange, 
Sir Isaac Pitman A Sons, Ltd , London, 1929 
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demand bills or sight bills. The sight bill is paj^able or accept- 
able, as the case ma 3 ’’ be, when presented to the drawee. A long 
bill, one to be paid at the end of 60 or 90 days or at the end of 
some other specified period of time, maj’^ be accepted by the 
payee with his endorsement. When a bill is drawn upon a bank 
it is called a bankers’” bill as distinct from the commercial 
bill which is drawn upon a commercial concern. “Bankers’” 
bills usuallj'’ command a slightly higher price than commercial 
bills because bank credit involves less risk, as a rule, than com- 
mercial credit. 

Credits and Collections. — ^Terms of sale in international trade 
vary all the way from “cash with order” to “open-book” credit 
running for months and sometimes for years. When goods are 
sold on credit, commercial credit agencies, banks, foreign sales- 
men and other sources of information are employed in the deter- 
mination of buyers’ credit ratings. If payments for goods sold 
abroad on credit are not made when due, various expediencies 
are resorted to in attempts to protect the interests of the seller. 
Local and foreign banks are in position to facilitate collections 
in some instances. In other cases resort must be had to legal 
assistance in the making of collections. As a rule foreign collec- 
tions are turned over to law firms for the purpose of bringing legal 
pressure to bear only when other collection expediencies have 
been exhausted. Sometimes it is less co.stly for an exporter to 
lose payment on an account than to antagonize a foreign customer 
and incur the expense incident to court procedure in attempts to 
force payment of a commercial debt. 

TRANSPORTATION AND COMMUNICATION PROCEDURES 

Transportation . — As already stated in Chap. XITII, interna- 
tional transportation of goods is carried on by ocean-going vessels, 
steam and electric railroads and to a lesser extent by other means 
such as automotive trucks. From the points of view of individual 
exporters and importers the shipping rate, the time required to 
make delivery of the goods and the possibilities of damage to the 
goods in transit are considerations of primarj’’ importance. The 
shipper must choose between competing ser^dces, but he<»is not 
compelled to make his choices unaided. Freight forwarders,^ 

1 Freight forwarders render a service in mass handling. B 3 ' pooling the 
shipments of a number of small exporters, the freight-forwarding agency 
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brokers and other «peciabzed agencies stand ready to assist tum 
m the selection of routes, calculation of costs and preparation 
of goods for transit Furthermore, a large part of the ruks of 
marme ehippmg may be transferred bj shippers to a speciahred 
body of nsL takers, through the medium of marme insurance 
Commumcation — ^As mdicated m Chap the bulk of 

commercial commumcation is by letters earned on fast Imers 
Wltbm the last few j ears a «^\Tng of time on special rate mail 
has been achiei ed by airplane dehvenes to outgomg «hips and 
from mcoming ships Cable commumcation has been ai ailable 
for commercial use smce the tramoceame cable of 1866 was laid 
between Newfoundland and Ireland and mtemational radio 
communication has more recently come mto use Important 
as electrical commumcation is for quick transmission of commer- 
cial exchange from one country to another and for the trans- 
mission of other bu«mess commumcations between business 
houses, possibly its greatest commercial influence m jears to 
come niU be to the « 1 andardi 2 ation of wants and the widenmg of 
markets The Orient is becoming Westernized, Western people 
m their turn are acquirmg appreciation for Oriental arts, extreme 
food and dress characteristics of different nations are slowly 
disappearmg, while machues and parts are becoming standard- 
ized all over the world The radio with its appeal directly to the 
masses and other means of eas> commumcation will tend to make 
of the whole world a much more standardized mass market for 
similar goods than it could possibly be when days or e\en weeks 
or months were required to transmit brief messages between 
small groups of persons m different regions 

THE SETTLEMEKT OF COMMERCIAL DISPUTES 
Disputes ansing from mtemational transactions are taken to 
courts of law if they cannot be settled otherwise Howeier court 
procedures mvohung mtemational transactions are likely to be 
more compheated than purely domestic htigations Countnes 
differ m respect to their legal foundations and legal procedures 
and sometimes sharp differences arise m respect to what nation’s 


eecures lower shippmg rates and saves unsecessaiy duplicatioa m port 
personnel wluch handles such itratines as negotiation for shipping 'pace 
clearing shipments, etc This agency may serve aa the intenor shipper’s 
port representative. 
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courts shall adjudicate a particular case. Let us assume that the 
French sales office of an American machinery manufacturer sells 
a bill of goods to a bu3^er in Manchukuo and that -n-hen the 
machinery arrives in Manchukuo the bu3’-er claims, first, that the 
goods do not conform ■ndth order specifications and, second, that 
while in transit the machinery has been exposed and badly rusted. 
Let us assume further that the machiner3’’ was carried on a British 
ship and a Japanese railroad, that the sale was made on open 
account, that the buyer accepted the goods but refuses to remit 
the full purchase price. In this hypothetical case, the contract 
was dravn in France; shall collection be made in the French 
courts ? Is the British shipping compan3'- or the Japanese railway 
company responsible for exposure and damage of the goods? 
The purchaser is in Manchukuo; shall the case be tried in a 
Manchukuo court and if so vill it be tried under a Japanese judge? 
Does the American firm which manufactured the machinery have 
any recourse to the American courts of law? This is obviously 
a very involved case. It suggests one of the reasons why a num- 
ber of the oldest and largest machinery-manufacturing companies 
in the United States consistently refuses to fill foreign orders' 
that do not pro\dde for cash in New York against shipping papers. 

English, Dutch and French laws pro%'ide that the validit3’- of a 
contract shall be judged in the country where the contract is 
dravm. Legal provisions in other countries are less definite on 
this particular point. Some countries recognize in their laws 
the right of contracting parties to indicate in their contracts the 
country in which disputes arising out of the transactions covered 
shall be judged; the laws of China, Japan, Netherlands, Bel- 
gium, Austria, Italy and various other countiies recognize such 
provisions. 

Some countries have so-called commerce courts that specialize 
in commercial disputes. Among the countries which have 
commerce courts are France, Belgium, Portugal, Norway and 
Switzerland. Such courts have never existed in the Anglo-Saxon 
countries. In some of the more important commercial nations 
no special provdsions exist for settlement of commercial disputes. 
In such countries recourse must be had to the regular courts. In 
countries that do not provdde special legal machiner3' for the 

* Aside from orders of a few European and Canadian concerns of unques- 
tioned integrity and strong financial rating. 
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Kttlemcnt of commeicial disputes — United States and Great 
Bntain for example — recQur« maj be Lad to arbitration It is 
not uncommon practice in United States and Great Britain for 
contracting parties to pronde in their contracts for submittal 
to arbitration of all disputed questions arising out of the contract 
English French and United States law makes contractual pro^^ 
Sion for arbitration irre\ ocaWe 

Exporting and importing concerns are not alisajs large enough 
to maintain a legal staff of their own and e\ en the largest com 
pames do not maintam legal personnel expert m the legal pro- 
cedures of all nations Foreign tradmg compames large and 
small look to their trade associations and to gov emmental trade- 
promotion agencies for advnee and assistance m legal matters 

TRADE ASSOCIATION ACTIVITIES 

Isearlj cverj industrv has an association for the promotion 
of common interests of its members Foreign trade cuts across 
many industne® each of which maj hav c an association Nev cr 

theless foreign traders have interests common to them as a group 
ns distinct from domestic traders From this mutuality of 
interests has «pruDg a number of different kinds of associations 
who'se members have common interests m certain aspects of 
foreign trade Each nation has its own patterns and tjTxs of 
foreign trade associations Taking the United States as an 
example one finds in thia countrj such associations as the follow 
mg all of which are activ e primarily or secondarily m facilitating 
foreign trade 

1 Tho I\ationsl Council of Amencan Exporters and Traders Incor- 
porated 

This association waa formed in 1931 for the purpose o( bring 
mg about equitable ad;u,^ineota of laws and regulationa 
governing the entry of imported merchandise mto the 
countrj 

2 The Amerjcan Manufacturers Export Association. 

«t iRit !t (leviKhs ttg oKOf' 
bera with a med um for the interchange of foregn trade 
informal on and expencnce One of its practices is to refer 
inquiries from members who seel, informal on to other mem 
bers wbo are in posit on to supply it Another purpose of the 
aaaociation is to comb ne the influence of its members for the 
promoUonof legislation favorable to the group 
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3. The American Exporters’ and Importers’ Association. 

This organization came into being in 1907. Its members are 
middlemen engaged in international trade. 

4. The National Foreign Trade Council, 

This group was formed in 1914 to represent American foreign 
trade generally in attempts to bring about a national policy of 
foreign trade encouragement. 

5. 'The Export Managers’ Club of New York. 

This and other local organizations provide meeting places for 
their members and opportunity for frequent exchange of 
ideas. Such clubs are local clearinghouses, so to speak, for aU 
phases of exporting. 

6. Foreign Trade Bureau of the Philadelphia Commercial Museum. 

This institution was created in 1902. It has some 2,000 
members; has its own foreign correspondents; operates a 
cooperative credit-information servdce; publishes a number 
of periodicals and maintains a library known particularlj’’ for 
its collection of foreign government statistics. 

7. Foreign Trade Bureau of the National Association of Manufacturers 
of the United States of America. 

The purpose of the Foreign Trade Bureau of the National 
Association of Manufacturers is to provide for its members 
lists of buyers and sellers abroad; credit reports; information 
concerning patent and trade-mark registration; foreign mar- 
ket reports, etc. Among the publications of the bureau is 
the American Trade Index, which lists the members of the 
organizations together with a statement of products which 
they manufacture and their foreign trade connections. 

8. Foreign Commerce Department of the Chamber of Commerce of the 
United States. 

The Chamber of Commerce represents the joint interests of 
all classes of businessmen. From time to time referendum 
votes of the membership are taken and recommendations of 
national policy based upon the votes are made. In addition 
to sendng as a medium for the interpretation of a majoritj' 
opinion of businessmen concerning national policy issues, the 
Chamber of Commerce renders to its members various kinds 
of individual services. The Foreign Commerce Department 
of the National Chamber of Commerce gets out a quarterly 
summary of the foreign trade of the United States, entitled 
Our World Trade; pubhshes special bulletins from time to 
time on current foreign-trade subjects and renders a limited 
amount of direct and individual advice and assistance to its 
members in respect to their foreign trade problems assist- 
ance in the arbitration of trade disputes is an example. 

9. The International Chamber of Commerce. 

The International Chamber of Commerce brings together 
business representatives of the leading countries of the world. 
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Its membership iBcludes some 800 or more local chambers of 
commerce, mdustnal associations and other nongovernmen- 
tal organirations, and about 2,000 business firms, which are 
earned as associate members Great Bntain, France, Ger- 
many, Italy, United States and other commercial nations are 
represented m the International Chamber of Commerce, 
some 47 nations all told were represented in 1934 > Among 
the problems upon which committees o£ the International 
Chamberof Commerce work are assemblj of sources of credit 
information, definifxai of trade terms, standardisation of 
commercial paper forms and arbitration of commercial 
disputes 

Cooperatmg with the International Chamber of Commerce 
are local chambers composed largely of foreign businessmen 
resident in the various commercial nation^ of the world 
These oiganiiations wort, to promote better international 
understanding They also engage m direct trade-promotion 
activities, they prepare market reports, compile customer 
ists, conduct credit mresfigations, iefp to adjust trade dis- 
putes, provide letters of introduction, etc 

GOVERNMENT TRADE-PROMOTION ACTIVITIES 
In eterj democratic country oi^mzcd groups are continually 
endeavoring to make use of tLe goternment m the promotion 
of one thmg or another International trade groups are no excep- 
tion However, mtemational trade is so affected by national 
commercial policies relatmg to tariffs, treatment of foreigners, 
monetary policy, protection of property nght?, product standard- 
ization and negotiation of commercial treaties that it is difficult 
to distinguish among activities which are prunanly for the promo- 
tion of private profits of small groups and those which are pn- 
manly concerned with the good of a nation’s people as a whole 
In response to an urgent demand from British busmessmen 
for a go\ emment department that should in a special sense repre- 
sent the busmessman’s interests, a Department of Overseas Trade 
was established in Great Bntam in 1917 Because the functions 
,and responsibilities of the Foreign Office and the Department 
of Overseas Trade were not always compatible, neither of these 
branches of the go\ernment could very veil absorb the other in 
* In June, 1937, there were 32 countries with completely organized and 
active national committees of the International Chamber of Commerce 
In addition there were 15 countries in which national committees bad not 
been formed, but in which the International Chamber of Commerce was 
represented by membership 
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spite of the fact that both were concerned "ndth foreign relations. 
Consequently a joint organization was created. The Depart- 
ment of Overseas Trade became a joint department of the Foreign 
Office and the Board of Trade.* It was placed under the super- 
vision of a min ister who is Parliamentary Secretarj’- of the Board 
of Trade and Parliamentary Undersecretary of State for Foreign 
Affairs. The Department of Overseas Trade gathers and exhibits 
samples of foreign-made goods together vith price quotations 
and related data. It maintains a Trade Index^ in which are 
listed British manufacturers together with commodities which 
they handle and countries vdth which they deal. It conducts the 
British Industries Fairs. It administers government facilities 
for financing foreign trade credits. It cooperates with the Asso- 
ciation of British Chambers of Commerce in the dissemination 
of market reports and other foreign trade information. The 
Department of Overseas Trade is represented in the empire by 
Trade Commissioners and in foreign countries by officers of the 
consular ser^dce. It is sponsor of the Empire A'larketing Board 
with the “Buy-British Goods” slogan and publisher of The Board 
of Trade Journal. 

In France official foreign-trade-promotion centers in the Minis- 
try of Commerce and Industry. This government agency super- 
vises the activities of commercial attach^ and commercial agents 
attached to diplomatic missions abroad; sponsors a National 
Committee of Foreign Trade Counselors who act in an advisory 
capacity on mattere pertaining to the foreign commerce of France; 
directs the policy of the National Bank of Foreign Commerce 
and administers an export credit-insurance ser^dce. 

In Germany a Central Bureau for the Promotion of Foreign 
Trade wa^ created in 1929. This government department dis- 
seminates information received from German consular officers 
located in foreign countries and sponsors other types of trade- 
promotion activities similar to those found in Great Britain and 
France. 

^ The Board of Trade is an institution of long standing in the British 
government. The President of the Board of Trade is a cabinet minister. 
He alone constitutes a quorum ; the board itself is largely a phantom. This 
board, or more specifically, its president, has general super\dsion oyer 
railroads, trolley lines, the equipment and safety of merchant vessels, the 
granting of copyrights and patents and related matters. 

2 The Trade Index is not published for general use. 
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E% erj important commercial nation fosters its foreign trade 
through official trade-promotion agencies, of one kind or another, 
who^c functions and activities tend to merge m greater or less 
degrees with the trade-promotion efforts of chambers of commerce 
and otl er «oimpublic bodies No nation has a more elaborate 
official foreign trade-promotion organization than that developed 
in the United States The Bureau of Foreign and Domestic 
Commerce of the Umted States Department of Commerce was 
created m 1912 It has permanent foreign offices at which are 
stationed commercial attaches, trade commissioners and assist- 
ants Tbe«e representatives report to Washington on commer- 
cial and economic conditions abroad compile lists of foreign 
compnmes which are available as agents for Umted States goods, 
assemble and fomard current tariff data and from time to tune 
make special market surveys In addition to publishing Com- 
merce licporte in which much of the data collected by foreign 
representatu es is currently rc!ca«ed, the bureau m Washington 
maintains foreign customer lists from which names and addresses 
of foreign importers arc supplied to bona fide Umted States 
exporters 

The Bureau of Foreign and Domestic Commerce is represented 
at home by district offices Thc«c are scrnce organizations 
whose function it is to di««eminatc the information assembled at 
TNashington and instruct concerning najs m which it may be 
used The kinds of information that the bureau is equipped to 
Bupplj are numerous and diversified It publishes annually a 
foreign Commerce } earhook containing background statistical 
data for practically ever> commercial nation It maintains a 
card index world trade dircctorj it advises concerning foreign 
credits foreign trade practices, foreign trade financing and legal 
problems The bureau has a legal staff of its own and m addition 
maintains reference lists of foreign attomejs and American legal 
firms v\ hich specialize in foreign comrae-cial law practice Tariff 
information insurance advice, transportation and shipping hints 
can all be had from the Bureau of Foreign and Domestic Com 
merce of the United States Other functions of the bureau are 
assembl} and publication of this countrj ’b foreign trade «:tatistiC3 
Monthly foreign trade statistics are released through the Monthly 
Summary of Forci<;n Commerce of the United Staias annual data 
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are s umm arized in a two-volume book called Foreign Commerce 
and Navigation of the United States. 

The trade-promotion work of the United States Bureau of 
Foreign and Domestic Commerce is supplemented directly and 
indirectly by acthdties of the Bureau of Standards, the Bureau 
of Mines and the Patent Office, all parts of the United States 
Department of Commerce. In addition the Department of 
Agriculture is engaged in foreign trade-promotion activities; and 
the Treasmy Department through its handluig of government 
finances and customs is in position to foster foreign commerce. 

In the United States, trade-promotion acthdties of the State 
Department and the Department of Commerce are not combined 
in a single joint department as is the case in Great Britain. The 
State Department ia the United States is less active than the 
Commerce Department m direct trade-expansion efforts. Its 
backstage work, however, is important from a trade-promotion 
point of view. The State Department endeavors to create and 
maintain cordial relations between this countrj’- and other nations 
with which Americans trade, through negotiation of treaties and 
by means of less formal representations made possible by the 
foreign contacts of United States diplomats residing abroad and 
foreign diplomats resident in this country. 

A nation’s foreign trade ob%dously is not a unified business. 
Taken as a whole, the foreign trading agencies of any one of the 
leading nations constitute a network of communications and 
business connections extending to every coimtry and practically 
every port in the world. Unlike a telephone system, however, 
the far-flung fabric of organization emanating from such a nation 
as Great Britain, United States, France, Germany or Japan has 
no central switchboard. Competition and varying degrees of 
state supervision are the coordinating influences; neither operates 
with promptness and precision. 



CHAPTER*V3ai 


niTERKATIONAL PAYMENTS BALANCES 

It Is not uncommon for business groups to foster national com 
mercial policies designed to increase exports \nthout taking 
suffiaontlj into account the fact that the counti3 which exports 
must also import Since the orld W ar no aspect of interna 
tional trade has been more m the limelight than that of trade 
and payments balances The balancing of a nation s external 
pecumary transactions is compaiab’e in important respects with 
the balancing of income and outgo of mdinduaU or corporations 
Eiery transaction into which the corporation enters is recorded 
El erj credit is off et bj a debit on the corporation’s books every 
debit IS ofr<:et by a credit The agg*egates of all debits and all 
credits must necessarily balance In like manner the a^egate 
of all payments made b> the people of one nation to tho«e of other 
nations is cquahzed b} an aggregate of off«etting transactions 

PAYMENTS BALANCE OF TKE UNTTED STATES 
Although the details of all payments made bj citizens of one 
country to citizens of other countnes and the quid pro quo which 
they receii e are not recorded in any one ‘=et of bools estimates 
of the magnitudes of i anous tj^ics of transactions can be made 
with sufBcient accuracy to justify the making of yearly balances 
of mtemational payments statements for each country Such 
statements for the Umted States and many other countnes are 
compiled and published annually A balance of payments state- 
ment for the United St..*es for the year 1935 is given in Table 54 
Merchandise exports and imports pajunents for Amencan 
freight «hipped on foreign boats receipts for foreign freight 
shipped on Amencan boats and many other items entered mto 
the balance of mtemational payments of the United States in 
193o ^\'hen income and outgo for each tiT® of transaction are 
compared net balances by types of transactions are "ecured In 
1935 the Umted States had a net income on merchandise transac- 
300 
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Table 54, — United States Bal.ance of Inteknationjil Patjients, 1935^ 

(Millions of dollars) 



j 

Receipts 
from for- 
eigners for 
exports 
(credits) 

Payments 
to for- 
eigners for 
imports 
(debits) 

Net 

credits 

(+), 

debits (—' 

Trade and service items; 

Merchandise 

2,388 

63 

2,133 

99 

255 
- 36 

Freight and shipping 

Tourist expenditures 

117 

409 

- 292 

Immigrant remittances 

5 

92 

- 87 

Charitable, educational and other con- 
tributions 


28 

- 28 

Interest and dividends 

521 

146 

+ 375 

Government transactions 

28 

83 

“ 55 

Miscellaneous services 

116 

40 

+ 76 


Totfll trAfift ATi(1 RprviVft itfims 

3,238 

3,030 

+ 208 


Capital items: 

nApttAl movpTnpntA 

1 

2,009 

1,547 

+ 462 

Movements'of short-term banking funds 


+ 970 




+ 105 

Movements of silver and paper currencies. 

49 

386 

- 337 
+ 331 






1 

2 

1,741 




1 Soubce: The Balance of Jnlemational PavmenU of the United States in 1935, U. S. Depart- 
ment of Commerce, 1936. 


tions of 255 million dollars, i.e., the value of United States exports 
exceeded the value of United States imports by that amount. 
This country sold 2,009 million dollars’ worth of securities to 
foreigners and bought only 1,547 million dollars’ worth of secur- 
ities from foreigners. Foreigners, therefore, were obligated to 
pay a net balance to United States citizens of 462 million dollars 
on long-term security transactions. In the case of short-term 
loans, foreigners loaned 970 million dollars to United States citi- 
zens in excess of amounts borrowed from them. When all items 
except gold are taken into account foreigners owed citizens of the 
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TJmted States a net balance of 1,739 million dollars on transac- 
tions negotiated during the year 1935 This sum tras paid m 
gold, 1 e , a net balance of 1,739 million dollars’ Trorth of gold 
moved from foreign countries to the Umted States during the 
course of the year 1935 

In 1935 the Umted States balance of payments iras favorable, 
I e , foreigners had to ship gold to the Umted States to balance 
the accoimt The balance of trade of the Umted States was al^o 
favorable m 1935, t e , this country exported more merchandise 
than it imported 4 favorable balance of trade is *!ometimes 
referred to as an ocfjce balance of trade, the two terms being 
sj’Bonj’mous m current me International financial transactions 
other than mercbandi,e exports or imports are called tntieible 
items — m'V'isible m the sense that they do not appear m customs 
records Zilerchandie which crosses national boundaries is 
entered or cleared by customhou'e offiaals This is not the 
case with «o-called tnnnble items of international trade 

Table M and accompanymg paragraphs suggest that the mer- 
chandi::e imports of a country maj be paid for m a number of 
wa 5*8 The individual importer usually pays for his goods m the 
fir^t instance with bank checks or drafts, but from»the pomt of 
new of the aggregates of all foreign transactions merchandise 
imports may be off«et by exports of either “\Tsible” or “m\Tsi 
ble” goods When foreign secunties are sold m the Umted 
States, for example, «ome or all of the net proceeds from the sale 
maj be u«ed in the purchase of Amencan merchandise for export 
Conyet^ely,uiteTest psyzaoats made abroad on foreign obligations 
held m this country may be transferred to importers who purchase 
foreign goods with the proceeds Even though the aggregate 
of payments of, let us say, Umted Stat‘*s re^dents to all foreign 
residents must exactly equal the aggregate of payments of all 
foreign residents to per^ns Laang m the Umted States, the aggre- 
gate \alues of imports and exports of merchandise to and from 
the Umted States need not (as already "dated) be m balance In 
fact a nation’s merchandise imports may consistently be m 
excess of its merchandi«e exports year after year for a penod of 
decades Conversely, a nation’s exports may exceed its imports 
consistently, j'ear after year, for long penods of time In fact 
the transition from predominantly agrarian dates to predomi 
nantly manufacturing states is accompamed m most countries 
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by cycles including, first, a period of merchandise import balances, 
second, a period of merchandise export balances and finally a 
second period of merchandise import balances. Definite and 
long-sustained changes in merchandise trade balances have in 
many cases been closelj’’ related to long-term financing. The 
shifts in trade balances and related phenomena are sometimes 
referred to as investment cycles or cycles of international debtor 
and creditor 'positions. 

TRADE BALANCE AND THE INVESTMENT CYCLE 

Starting nith a nonindustrial country which borrows foreign 
capital to enable it to develop young industries, the first stage 
is one of excess merchandise imports. If borrowings continue, 
the foreign debt becomes so large, in the course of time, that 
annual interest and amortization payments exceed the aimual 
amounts of new borrowings. At this point in the cycle the mer- 
chandise trade balance tends to change. Exports exceed imports, 
the excess of exports being absorbed in sendee and amortization 
charges on capital borrowed in earlier years. If the borrowed 
capital proves to have been ndsely invested, a time comes when 
the borrowing nation’s productivity and capacity for sa^dng are 
largely increased. As the 3’'ears go by, the borrowing country’- 
may gradually retire its old obligations; in fact, it may become a 
creditor nation itself. During the whole period when a country’s 
interest and principal payments annually exceed its new borrow- 
ings and later when its loans are in excess of annual service 
charges on old loans, merchandise exports tend to exceed mer- 
chandise imports. Finally, in the last period, when the original 
debtor country has become a creditor country ori so large a scale 
that its collections of interest and piincipal exceed the annual 
amounts of its new loans, then again the merchandise trade 
balance tends to shift. This time the trade balance becomes once 
more unfavorable, i.e., merchandise imports exceed exports. 
Taking the United States as an example, it is possible to show the 
transition from a debtor position, when merchandise exports 
would be expected year after year to exceed merchandise imports, 
to a creditor position, when merchandise imports would be 
expected year after year to exceed exports. During the period 
from 1896 to 1914 the United States was a debtor nation. She 
had borrowed large amounts of capital from Europe for use in 
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building railroads and in making other impro% ements and she 
^as obhcated to transfer to Europe large annual interest pay 
ments on these borrowed funds The aggregates of net pay 
nents made m one form or another the United States to Europe 
during the period 1S96 to 1914 and the aggregates of net receipts 
from Europe during this pcnod were as mdicated m Table 55 

Table 5o — United States Bai~ance or Patiie\-is is Teems op Net 
I> couE Aia> Net Outgo bt Classes op TaAs8.vcTiONS poe the 
Period 1896-1914^ 

(MiUiods of dollais) 


Type of tiEnsAction 

Net 

Net 

exports 

imports 

Excess of merchandise exports over imports 

Amenean lounst e-ipeoditures abroad and imm grant 

8 


remittances to foreigners 


6 DSO 

Payments of interest 

Sccuntj* morenieat* if iocrea«e in United States 


3 599 

securities held abroad less tnereavem foreign secur]t)e9 
held in the Umted States 

1 000 


Gold movements 


174 


9 8o3 

9 853 


•Sonet Ftxc GlOBCrt V, L«a<rb> U« tsiMd SUlrt Ml portvi rVvdt. 

1931. 


Xo account is taken m the balance of pajments statement m 
Table 55 of shippmg semces and other lAiTsible items of less 
importance The first official estimate of annual balance of pay 
ments of the Umted States was issued m 1925 for the transactions 
of the precedmg year Smee that tune regular nnnn ql state- 
ments hai e been issued The data for the years pnor to 1922 are 

not complete Howeier, notwithstanding their shortcommgs 
the data m Table 5o, taken m conjunction with other iustoncal 
records of the penod covered, mdicate that this country was m 
the second stage of the debtor-creditor cycle during the last part 
of the nmeteenth century The mam features of the payments 
balance for the penod m que’tion were a merchandise balance 
on the export side and on the import side a laige interest item 
Many informed •dudents of international trade behexed that 
the United States bad entered a pxssire trade-balance phase of 
the mxestment cycle in 1933 because mterest and diudend 
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receipts that year exceeded net exports of capital. In ^dew of 
this fact and of the status of other payments balance items, 
these students of the subject expected the merchandise trade 
balance of the United States to become unfavorable or passive 
in the course of time as was the case in Great Britain, France and 
Germany when these countries entered the last stage of the 
investment cycle. 

PREWAR PAYMENTS BALANCE STATUS OF GREAT BRITAIN, 
FRANCE AND GERMANY 

To date, all the important creditor countries except the United 
States have had consistently unfavorable trade balances. Great 
Britain, France and Germany were each and aU creditor nations 
before the World War. Each of these countries was receiving 
from abroad more in the form of interest and dividends than it 
was paying in the form of interest and dividends and in the form 
of new foreign security purchases. Each of the countries in 
question had an unfavorable trade balance. These facts may be 
verified by examination of the payments balance status of each 
of the countries under consideration. 

Tabi^ 56. — ^Estimate of Balance of Payments of the United Kingdom, 

1913‘ 

(Millions of pounds) 

Imports 

Excess of imports of merchandise and bullion over e.xports 158 
Available for investments abroad 181 

339 

210 
94 
25 
10 

339 

*I/eague of Nationa, JMemoTandum on Balance of Payments, 1925. Used by courtesy of 
InUmational Documents Serdce, Columbia University Press. 

The British balance-of-payments data (Table 56) are in each 
case net amoimts. Under “Net income from overseas invest- 
ments,” for example, is included the income from “Investments 
in empire and foreign countries remitted to the United Kingdom, 
•less the income remitted overseas on account of the investments 


Exports 

Net income from overseas investments 

Net national shipping income 

Commissions 

Other services 
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of other countries m the United Kingdom ” “Balance avadabJo 
for overseas investments” is a rough estimate It is not the 
same as new issues floated m London for various reasons "New 
issues may to some extent represent the funding of pnv ate credits 
granted to facilitate the export of goods in past years 
Further, large amounts of certain of the foreign loans floated 
have heen ^eft m the tovmtTy vn the fom of banh deposits 
In spite of possible errors m the Bntish balance-of payments 
estimates the fact is clearly evident that the income from old 
investments abroad was m excess of new foreign loans in 1913 
In addition to income on old investments the Umted Kingdom 
had a large net income in 1913 from shipping services and other 
semces rendered to foreigners Gold movements in this case 
are not «egregated from merchandise, but this fact does not 
obscure the essential conclusion, mz , that part of Great Britain’s 
net income from foreign investments was offset by net imports 
of merchandise Her merchandise trade balance w as unfav orable 
Great Britain’s creditor position developed gradually m the 
course of the nineteenth century In the latter part of the 
eighteenth century she borrowed from Netherlands Eighteenth 
century Netherlands was a wealthy trading nation, as was also 
Great Britain In contrast with Great Britain, however, Nethe> 
lands, did not, for one reason or another, build such great manu- 
facturing industnes as those which were constructed in Great 
Bntain This, m part, is a reason for Netherlands' surplus of 
capital for export and Great Bntam’s need of more capital (for 
domestic and overseas ventures) than she had available from her 
own savings during the last half of the eighteenth century 
As the nineteenth century unlolded Great Bntain’s overseas 
mterests increased as did also her domestic p-oductivity and the 
aggregate of her national income from which to save Foreign 
investment statistics are not complete at the present time 
Nmeteenth century statistics are even less numerous and trust- 
worthy than those of the twentieth century However, various 
estimates give an idea of Bntish foreign holdings at particular 
times in the nmeteenth century In the late eighteen seventies 
or early eighteen eighties Bntish mvestments in foreign sccunties 
probably aggregated between 1 and IM billion pounds sterling 
By 1913 Bntish overseas investments had increased to about 
1 League of Nations, Memorandum on Balance of Paymmia, 1925, p 70 
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zyi billion pounds sterling. In order to secure a net figure it 
would be necessary to deduct foreign investments in the British 
Isles. This figure is not Available but there is every reason to 
believe it was small as compared with British holdings of foreign 
securities.^ 

Great Britain's merchandise trade balance shifted in 1854. 
Between 1815 and 1854 (and possibly before 1815) exports 
exceeded imports every year. For the year 1854 and thereafter 
imtil 1914 merchandise imports exceeded exports.- Had not 
Britain’s net national shipping income amounted to a substantial 
figure the merchandise trade balance might have been “favorable ” 
for a longer period. It wiU be noted that in 1913 the net national 
shipping income was nearly half as large as the figure for net 
income from overseas investments. The former was 94 million 
pounds; the latter, 210 million pounds. It is quite obvious from 
an examination of the British balance-of-pajments statement 
that capital exports (imports of foreign securities) and income 


Table 57. — Balance of Payments op Feance, 1913^ 
(Millions of francs) 


Item 

1 

Exports 

Imports 

MerrhandiRfi 

7,373 

431 

9,024 

974 

Gold 

Interest, dividends, amortization, etc., received on 

2,300 

Interest, dividends, amortization, etc., paid on foreign 
accounts 

400 

Niaf. inonmp from shippings 

515 

TTirnme from roTrimisRinnSj insiirnncej etc 

30 


Net income from foreign tourists and travelers 

450 


■ Immigrant remittances and money gifts sent abroad 
(net) 

30 



Totals 

11,099 

10,428 

671 








i League of Xations, Memorandum on Balance of Paj/menUt 1926. Used by courtesy of 
International Documents Service, Columbia University Press. 


' Hobson, Export of Capital, Chap. VI and p. 207. 
* Page, Commerce and Industry, pp. 70, 72. 
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from foreign investments are not the only important invisible 
items to be taken mto account m the mterpretation of reasons 
for fav orable or unfavorable merchandise trade balances 
Examination of the balance-of payments statements of one or 
two other nations nail help further to clarify the nature and 
interaction of the invisible items that enter mto mtemational 
commercial transactions France appears to have had an import 
merchandise trade balance in 1913 amounting to 1,651,000,000 
francs as against a net income from foreign mvestments of 
1,900,000,000 francs Her income from foreign mvestments 
exceeded her merchandise import balance by some 249,000,000 
francs In addition France collected a net amount of 965,000,000 
francs from semces rendered to shippers and tourists Part of 
her net income from invisible items was offset by an unfavor- 
able trade balance, part she took m gold and part she left on 
deposit in foreign banks {Table 57) 

France, like Great Bntain, was a creditor nation m 1913 
Vanous estimates place the a^regate of her foreign investments 
in the eighteen sev eoties at from 12 billion to 14 bilhon francs and 
between 1912 and 1914 at a figure between 40 billion and 50 bilhon 
francs In terms of British currency the foreign investments of 
France m the eighteen seventies amounted to about 500 nulhon 
pounds sterling, nz , an amount about one-third to one-half as 
great as the aggregate of Great Bntain's foreign mvestments 
By 1913 Great Bntain's foreign investments had increased to 
something like 3M bilhon pounds sterlmg and French investments 
were m the neighborhood of IH to 2 bilhon pounds sterlmg ‘ 
During the last half of the nmeteenth eenturj' loanee appears to 
have been m a somewhat earher stage of the creditor-debtor cycle 
than was Great Bntam “The balance sheet of French inter- 
national accoxmts for the years 1880 to 1913 shows that the total* 
net revenue due France from her foreign mvestments was no 

‘SocBCES pEia. Hekbebt;. Eur4^>fy Vie World"* Banker, 1S70-1914, 
Yale TJmvereity Press, Haven, 1930 

HoBso^, op cxl , Chap VI, p 207 and appendix 
White, Habrt Dexteb, The Frenth /nlemalional Aecovnte, 1880- 
1913 Harvard University Press, Cambndge, 1933 Appendix 

Hansen, A H , Economxe SleJnluatton in an Unbalanced World, Har- 
court. Brace A. Company, l»ew York, 1932, Chap IV 
See Chap XIX of the present voluiae. 
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greater than the total exports of capital for the same period.”^ 
By the year 1913, however, France appears definite^’' to have 
reached the last stage of the investment or debtor-creditor 
cycle. 

Germany, like France and Great Britain, was a creditor nation 
in 1913. As in the case of France and Great Britain, her mer- 
chandise trade balance was unfavorable. 


Table 58. — Geejiaxt's Balance of Patsients, 1912* 
(Millions of reichsmarks) 


Item 

* 



Merchandise 

|- 9,000 

1,000 

800 

10,700 

Interest, amortization, etc., received on foreign accounts 
(net) 

Ship earnings, commissions, premiums, etc., received 
(net) 


Capital invested abroad (net) 


Excess of gold imports over exports 


■ 



Totals 

j 10,800 

11,200 



1 Adopted from estimates of Crammond, Edgar, The Banker^s Insurance Manoffers* and 
Agents* MagazinSt London, January, 1923, and ‘'Germany’s Economic and Financial 
Situation,*' SlatUltsches Reichsamtf Berlin, 1923. 


Official estimates for German 3 ’-’s balance of pajunents for pre- 
war years are not available. However, the private estimate 
for 1912 (Table 58) is suggestive of the character of Germany’s 
foreign transactions at the time. Merchandise imports were 
more than exports. In addition, relatively small amounts of 
foreign securities and gold were imported in pajunent, appar- 
ently, of sendee charges and principal on foreign loans and sen’-- 
ices rendered to foreign shippers. 

The fact that the German statement is a private estimate and 
the further fact that it is off balance by a relativeb’’ large amount 
suggest that it is probably less trustworthy than the balance-of- 
payments statements for Great Britain and France for the j^ear 
1913. Nevertheless, the German statement is in accord with 
other information pointing to German’s retarded financial and 
industrial development in comparison with financial and indus- 
trial developments in Great Britain and France. Germany’s 


* White, op. cit., 301. 
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foreign investments before the World War were less than tho'=e 
of Great Bntam and France In the eighteen eighties German 
foreign ln^ estments amounted to about 5 bilhon marks or approa 
mately 250 million pounds ‘sterling as compared with nearly 
twice that ■sum for France and four or five times as much for 
Great Bntam In 1913 German foreign m\ estments had 
mcreased to •some 30 billion marks, about bilhon pounds 
sterling as compared with 15 ^ to 2 billion pounds sterlmg for 
France and about 3H bilhon pounds sterling for Great Bntam 
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mTERACTION OF FOREIGN EXCHANGES, 
INTERNATIONAL PRICES AND PAYMENTS BALANCES 

Examination of payments balance statements leads to the 
conclusion that the balance of merchandise trade and other trans- 
actions that cause money to flow into or out of a country are ■ 
causally connected. Mercantile writers advocated collection of 
favorable trade balances in gold. Ob\uously this was not the 
general practice at the beginning of the twentieth centur 3 ^ Two 
examples will suffice to fllustrate the point. Between 1900 and 
1914 the value of United States exports of merchandise exceeded 
the value of imports by more than 6 bfllion dollars. During the 
same period the value of this country’s gold imports exceeded 
its gold exports by only about 100 million dollars.^ Ob^’iously - 
the excess of exports was not aU paid for vdth gold. During the 
same period the value of Great Britain’s imports of merchandise 
exceeded her exports by nearly 2 billion pounds sterling. The 
excess of merchandise imports could not have been balanced by 
gold exports because, in fact, gold imports exceeded gold exports.- 
Merchandise imports may be paid for with interest on foreign 
loans or they may be balanced by security transactions and in 
various other ways. The offsetting effects of various types of 
international transactions have been clear for a long time, but 
the exact manner of striking a balance between them is a subject 
not easy to comprehend. 

THE PROCESS BY WHICH PAYMENTS BALANCE ITEMS ARE 

ADJUSTED 

Flexibility there must be in the aggregates of financial trans- 
actions between citizens of a particular nation and those of other 
countries. Otherwise debts would accumulate on one side or the 

1 1901-1913 inclusive. Souece: Slatisiical Abstract of the United States, 
1922. 

* Page, Commerce and Industry, Tables of Statistics for the British Empire 
from 1815. 
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other and repudiation ttouM be a more usual and ordinary pro- 
cedure than it IS Among the largest items contnbuting to the 
aggregate volume of international transactions are (1) mer 
chandise exports and unports, (2) loans, (3) mterest and principal 
pajTnents on old loans (4) expenditures of foreign tra\elers and 
(5) «hippmg semces Loans are of two kinds long term loans, 
usually represented b 3 bonds or stocks, and short-term loans, 
which usually take the form of commercial bank credits A 
sixth type of transaction appearing m the international balance 



Jan f«b Mar Apr Hay June July Aoij Sejjt Oct Nw Dec 


Fig 2o — Seasonal Fltctuations p. the Foreign Tb.vde or the United 
States 

_ ^rscE Farn^ Ctmmtra ond Aaitealt*n */ li* Vitted Statu U S. Department cl 
Commerce celecd&r year 1924 p xit 

sheet one which is \erj important eien though relatnely small 
in magmtude of ralue is the transfer of gold from one country to 
another 

The most sensitive and readily adjustable categories of trans 
actions m the mternational balance sheet appear to be short term 
loans gold movements and merchandise trade balance Tern 
penny ad;u'^fment5 between the aggregates of money owed by 
the people of a nation to foreigners and money owed by foreigners 
to them may be made by short term loans In Europe and North 
America grain crops and cotton are harvested and placed on the 
market in larger amounts in summer, /ah and early winter than 
m other months As a result industrial countries that import 
gram and cotton “tend to owe money to agncultural countries 
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in the second half of the year and to repay it in the first half.”^ 
Take as an example of seasonal movements of international trade 
monthly exports and imports of the United States as shown in 
Fig. 25. Both in 1909 and in 1923 United States exports were 
substantially in excess of imports from September to December 
inclusive. In 1923 imports exceeded exports in March, April and 
May. In 1909 imports exceeded exports in June. Seasonal 
movements of merchandise and other predictable causes of 
periodic inequalities in international payments may be financed 
■with short-term credits. Short-term credits may be used also to 
postpone adjustments in other payments balance items. If, 
however, an inequality in payments that is temporarily balanced 
by short-term credits is persistent, if it is not a seasonal phe- 
nomenon that is periodically corrected or the result of an erratic 
change in business conditions that soon is reversed, more enduring 
corrections than short-term credit extensions must be brought 
into play. In some instances international payments are kept 
in balance for a period of years by capital loans, as illustrated in 
connection •with the discussion of the international investment 
cycle.® In other instances values of merchandise exports and 
imports change sufficiently to keep the international payments 
in balance. In still other instances there may be sufficient varia- 
tion in aggregate expenditures for foreign travel or in other 
so-called invisible items to balance the international account. 
In all cases changes in the magnitudes of the various items enter- 
ing into the international balance-of-pajments statements are 
initiated by modification in the price structures of the trading 
countries. 


THE PRICE-SPECIE-FLO'W THEORY 

The classical economists held that necessary adjustments m 
international payments items were initiated by specie flows. (if 
the trading countries had specie money in free circulation). The 
specie flows, in turn, were believed to cause price levels of the 
trading countries to change, falling in the gold-exporting country 
and rising m the gold-importing countr}"-, in accordance ^vith the 
quantity theory of money. The country in which prices rose, 

* Kevnes, J. M., Monetary Reform, Harcourt, Brace & Company, New 
York, 1924, p. 118. 

* Chap. x3c[I of the present volume. 
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according to the classical anal^is, became a better market m 
which to sell and a dearer market in which to buy Conversely, 
the country m which prices fell (the gold-exportmg country) 
became, accordmg to the theory, a cheap market m which to buy 
and a poor market in which to «ell Thus, as a result of changmg 
prices in the two countries commodity trade and to some extent 
invisible items were automatically altered by amounts sufficient 
to mamtain an equiUbnum of international payments The 1929 
payments balance statement of the United States may be used to 
illustrate the way m which international gold moiements are 
presumed to contnbute to a balancing of international accounts 
In summary, the 1929 pajTnents balance statement of the Umted 
States was as mdicated m Table 59 


Table 59 — Balance-op-patmevts Statement, United States, 1929* 
(MiUions of dollars) 


Items 

Export 

credit 

Import 

debit 

Balance 

Merchandise 

5 241 

4 400 

+841 

Shipping and freight semcea 

206 

272 

- 66 

Tounst expenditures 

1S3 

821 

-633 

Chanty immigration remittances etc 
hliscellaneous semce items and government 

24 

289 

-26o 

transactions 

60 

2sr 

-197 

Interest and dividends 

979 

414 

+56o 

War debt receipts 

207 


+207 

Capital movements 

2 32S 

2 640 

-312 

Totals 

9 228 



Gold and currency 




Balance 



1 000* 


SorscE Tht Balanee vf JitUnahomJ PoitmciUi <>> lit SlaieM tn 193S O S 

Department of Commerce 1939. 

Note Tbe rcsdual tem" whietiiD 1929 wa« eomparmt velpanull (— 9S) waa laeluded 
witli tbe cap tal moTemente item. 

Imtially the gold imports, shown m the statement, balanced 
the deficit between the credit items and the total of other debit 
items Secondarily, the gold imports might ha^ e contnbuted to 
a nsmg pnce Ie\ el m the Umted States and falling pnce le^ els m 
the gold-exportmg countries These changes m pnce lev els might 
hai e contnbuted to reduction m the favorable trade balance of 
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the United States, increase in expenditures of American tourists 
abroad and increase in charitable contributions and immigrant 
remittances on the part of Americans. As a matter of fact, price 
levels declined after 1929 both in the United States and abroad. 
The favorable trade balance of the United States declined, tourist 
expenditures were reduced, collections of "World War debts, inter- 
est and diiudends declined and capital exports were reduced. 

The price-specie-flow theorj’' rests upon two basic assumptions. 
The first is that exchange rates in gold-standard countries fluctu- 
ate between upper and lower limits determined by expenses of 
transferring gold from one country to another — the so-caUed 
gold-shipment points. The second assumption is that changes 
in a nation’s price level are functions of its monetary gold supplies 
which, in turn, are controlled by international gold movements. 
If the piice-specie-flow mechanism were to operate with high 
degrees of sensitivity and precision, it would be necessary for the 
total currency of a country (bank credit included) to remain 
always in a fixed ratio to monetary gold supplies and for velocity 
of circulation to remain relatively constant, or for both the 
amount of currency and its velocity of circulation to be functions 
of monetary gold supplies. Let us examine these two basic 
assumptions of the price-specie-flow theory of international prices 
one at a time. 

Gold-shipment Points. — Statistical tests show that fluctuations 
of exchange rates between monetary units of gold-standard 
countries do tend to range within narrow limits. Before the 
World War the cost of mo\Tng gold from Great Britain to the 
United States or vice versa was in the neighborhood of 2 cents 
for each pound sterling transferred from the one country to the 
other. The 2 cents covered expenses of pacldng, shipping and 
insuring and loss of interest on the gold while en route. CJosts 
of shipping gold, like costs of performing any other business trans- 
action, are variable. The 2 cents per pound cited is believed to 
have been somewhere near the cost of sliipping gold from London 
to New York or vice versa^ during a period of two or three decades 

* The cost of shipping gold from New York to London was ordinarily a 
fraction of a cent less per pound sterling than the cost of mowng gold in the 
opposite direction. Inasmuch, however, as the cost of moving gold vaned 
according to the form in which the gold was shipped and the bank making 
the shipment, fractional differences in costs are ignored at this point for 
purposes of clarifiung the illustration of the principle. 
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before the World War The prewar gold dollar contained 23J22 
grains of fine gold The British pound sterling contained 
approximately 113 grains of fine gold The par of exchange 
between dollars and pounda was $4 8665 per pound sterling, t e , 
113 dmded bj 23 22 If 2 cents may be taken as the approxi- 
mate cost of shipping 113 grams of gold between London and 
New \ork the upper gold-shipment pomt (at which movement 
of gold from New \ork to London took plaee) was represented 
bj a dolIar-«tcrling exchange rate of approximately $-1 8S65 in 
New \o'k t e , par of exchange plus the 2-eent cost of shipping 
gold from New ^ork to London The dollar-sterlmg exchange 
rate tended to nse abo\c par (S4 8665 per £1) whenever demands 
for sterhng bills presented to Umted States banks exceeded 
offenngs of «tcrling bills to them As indicated in an earher 
chapter,* a «tcrluig bill of exchange corresponds with a check 
dra^vn upon a BntL«h bank. Imagine a Bntish importer of 
American cotton drawing a check upon a London bank and send- 
ing it to the Amencan exporter m payment for the cotton In 
order to realire on the sale, in dollars, the Amencan cotton 
exporter mu-t sell the Bntish check to a Umted States bank that 
is wnlUng to paj out dollars for it Con\ er«cly, a Umted States 
importer of Bntish woolens maj wish to bu> with dollars in the 
United States a London bank check w hich he ma> forward to the 
Bnti«h exporter ^Tien more checks on London banks (bills of 
exchange) are demanded of banks m the Umted States than are 
offered to them (more m aggregate \ aluc), one way for the Umted 
States banks to put thcmscUes in position to continue the sale 
of checks on Bntish banks is to make additional deposits m 
Bntish banks bj shipping gold to them Thus, m prewar jears, 
when the demand for checks on Loudon by banks m the United 
States tended to exceed supplj, the dollar-sterlmg exchange rate, 
responding to forces of demand and supplj, rose to around 
S4 8S65, and gold tended to be mo\ed from Umted States banks 
to Bntish banks Convcr^ly, nZten eupphes o/ sterhng bills in 
the United States tended to exceed demands for them, the dollar- 
«5terling exchange rate tended to fall Wlien it fell to a figure 
around $4 8465 per £I — the lower gold shipment point (par of 
exchange the assumed cost of shipping gold from Great 
Bntain to the United States) — gold tended to be moied from 


* CIisp XXI 
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British banks to United States banks. The statistical fact that 
dollar-sterling exchange rates did stay -ndthin narrow limits 
during the period from 1890 to the beginning of the World War 
tends to substantiate assumption number one of the classical 
price-specie-flow explanation of the manner in which international 
financial transactions w^ere kept in balance. High and low*^ 
quotations of dollar-sterling exchange rates for a series of years 
before 1914 are given in Table 60. 

Table 60. — Dollar-Sterling Exchange Rates, Yearly High and Low 

FOR Prewar Years 

Posted rates for sight exchange at New York on London for banking bills' 


Year High Low 

1890 S4.90 S4.84 

1891 4.90 4.84 

1892 4.89K 4.85 

1893 4.90K 4.83 

1894 4.90 4.86H 

1895 4.91 4.87H 

Actual rates for sight foreign exchange at New York on London for Bankers’ 

bills* 

1896 4.89H 4.84M 

1897 4.881^ 4.84J^ 

1898 4.87 4.83 

1899 4.88M 4.84J^ 

1900 4.88>^ 4.83 

1901 4.88H 4.84 

1902 4.88 4.85M 

1903 4.883 4.827 

Actual rates of sterling exchange at New York on London for cable transfers' 

1904 4.8910 4.8440 

1905 4.8855 4.8535 

1906 4.8815 4.8370 

1907 4.9150 4.8325 

1908 4.8785 4.8575 

1909 4.8875 4.8585 

1910 4.8850 4.8525 

1911 4.8750 4.8550 

1912 4.8820 4.8485 

1913 4.8870 4.8530 


> 1890-1903 inclusive from National Monetary Commission, U. S. Senate Document 670, 
Vol. XXI, pp. 189-202. 

’ 1904-1913 inclusive from The Financial Renew, published annually by William B. Dana 
Company, New York, publishers of the Commercial and Financial Chronicle. .Annual num* 
bera 1905, p. 62; 1906, p. 62; 1907, p. 55; 1908, p. 59; 1909, p. 60; 1910, p. CO; 1911, p. 66; 
1912, p. 75; 1913, p. 77. 
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At no time dunng the entire penod of 24 years cited m Table 
60 was sterling e'^change posted m New York at a rate exceeding 
$4 915 or belor\ S4 827 These extremes are not withm the 
specific upper and lower gold shipment pomts cited, *.&, $4 8S65 
and S4 8465 However, as already stated, the 2 cents per pound 
sterlmg specified as bemg the cost of shippmg gold is an arbitrary 
figure, 2 cents bemg ^elected as probably somewhere near a 
\anable actual cost Furthermore, it i!> quite reasonable to 
expect that actual rates might fluctuate above or below par by 
amounts shghtly m excess of gold shippmg costs for short peno(fa 
of time dunng commercial crises This condition is due to the 
time required to move gold from London to New York or \nce 
^ersa and the uneertamties which prevail m times of finnnnnl 
stress 1893 and 1907 for example The 1907 rates (high $4 915 
and low $4 8325) were, m a sense, depreciated money rates — not 
gold rates — masmuch as the New York quotations were m New 
York bank funds, which for a temporary penod dunng the 
financial pamc were not fully transferable into gold In general, 
the statistical facts tend to bear out assumption number one of 
the pnce-specie-flow analysis So long as gold is free to mo\e 
from one country to another and so long as it is a%ailable in 
quantities ample for the settlement of international balances m 
case gold settlements are demanded, there is no cause for %ana 
tions of exchange rates largely m excess of costs of transfemng 
gold from one nation to another Busmessmen tend to think and 
deal in futures The fact that gold can be had from abroad in 
the course of time tends to mduce exchange speculators to absorb 
current offermgs of bills of exchange when rates are such as to 
hold promise of a small mar gin of profit 

Dunng the years 1890 to 1918 both United States and Great 
Bntain mamtained free gold-standard monetary systems except 
for bnef penods, as in 1907 Paper currencies and subsidiary 
currencies of the«e nations (and in addition silver dollars m the 
United States) were freely conv ertible into gold and bankers were 
pnvTleged to move gold freely from one country to another 
Dunng this penod fluctuations of dollar sterling exchange rates 
were confined withm narrow limi ts More recently, when the 
monetary system of one of these nations was “off gold,” te, 
when paper currencies in one of the countnes were not freely 
convertible, fluctuations of dollar-sterling exchange rates have 
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not been confined -within the gold-point range. In Table 61 are 
low-high rates of doUar-sterling exchange for the years 1922 and 
1932. 


Table 61. — ^Dollab-stehlixg Exchange Rates; Monthly Lo-w anb 
High Quotations, 1922 and Apphoxuiate Monthly Lo-n- and 
High Quotations, 1932' 


Month 

Par of 
exchange 

1922 cables 

1932 cables 

Low 

High 

Low 

High 

January 

S4.8665 

84.1865 

84.2767 

S3.35K 

83.50% 

February 

4.8665 

4.2878 

4.4322 

3.42K 

3.49% 

March 

4.8665 

4.2936 ' 

4.4408 

3 ASH 

3.83% 

April 

4.8665 

4.3765 1 

4.4300 

3.S3H 

3.83% 

May 

4.8665 

4.4291 1 

4.4510 

3.65% 

3.72% 

June 

4.8665 

4.3838 

4.5095 

3.57 

3.70% 

July 

4.8665 

4.4240 j 

4.4605 

3.49% 

3.61% 

August 

4.8665 

4.4429 

4.4831 

3.45 

3.52% 

September 

4. 8665 

4.3660 

4.4734 

' 3.45 

^ 3.49% 

October 

4.8665 

4.3.S69 1 

4.4748 

3.27% 

3.46% 

November 

4.8665 

4.4488 j 

1 4.5210 

3.20% 

3.34% 

December 

4.8665 

4.5198 

4.6799 

3.14% 

3.34% 

Year 


4.1865 

4.6799 

3.14% 

3.83% 


^ SoiTBCEs: Siatislxcal Absiraci of the United States, 1922, p. 718, and the Annalist, January 
20,1933. The quotations are TreeklyloTT and high rates. Inasmuch as some weeks 

overlap the end of one month and the beginning of another, one is not sure which month the 
high or low quotation for such a week occurred in. However, the quotations as given serve 
the purpose at hand. 


Table 60 indicates that dollar-sterling exchange rates con- 
formed roughly -with the “gold-shipment-point” assumption of 
the price-specie-flow theory before the World War, when United 
States and Great Britain maintained free gold-standard monetaiy 
systems. Table 61 indicates that in 1922 and again in 1932, 
when Great Britain’s monetary system was “off gold,” i.e., when 
British paper currency was not freely convertible into gold, doUar- 
sterling exchange rates did not stay -within the gold-point limits. 
These facts are in accord -with the gold-point theory. 

International Gold Movements in Relation to Chan^g Price 
Levels. — ^The second assumption of the classical price-specie-flow 
explanation of the manner in which international payments are 
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kept m balance, if interpret^ tn a literal and short-time sense, is 
rejected by nearly all present-day economists Statistical studies 
have shown very little short-penod conformity between changes 
m general price levels and international gold movements 

It is perfectly obvious that neither the magnitudes nor the directions 
of the international flow of gold are adequate to explain those close and 
comparatively rapid adjustments of payment-disequihbna, and of price 
relationships, which were witnessed before the war * '' 

In all countnes using deposits and checks freely, the looseness of the 
connecftons fietfwcetr Aani: ftssurves anrf dani rfeposifs leads not inire- 
quently to a chronological order different from that assumed in the 
Ricardian reasoning An mflow of specie may follow, not precede, an 
enlargement of the circulating medium and a rise in prices So it may 
be at least for a short time, evnnfof a period of many months Indeed, 
if there be further forces at work than those merely monetary, it may 
remam so for years * 

Figure 26 shows the relationship between a general price level 
in the United States as measured by the Bureau of Labor Statis- 
tics index of wholesale pne^ and gold ino\ements into and out 
of the country from 1900 to 1913 The correlation obviously 
IS not very close even for this penod of relatively stable world 
economic conditions One can be reasonably sure without 
pursuing the subject further that a high degree of correlation 
between international gold movements and changes in national 
price levels does not necessarily exist This conclusion does not 
imply that the pnce-specie-flow explanation of mtemational pnees 
has no sigmficance, nor that price movements do not contribute 
to keeping mtemational payments in balance It merely sug- 
gests that adjustments of price levels and gold flows do not 
necessarily coincide in short periods of a few months or m some 
cases, e\en a few years 

In a number of cases subjected to statistical analysis, move- 
ments of general price mdices m di]flerent countnes (in terms 
of gold) have been found SHuilar with respect to long penods of 
severaf years or more By Vay of example take the movements 
of pnees m Great Bntain and Umted States from 1830 to 1930, 

' Angell James W , Tfie TAeoty tff Internaltonal Pnees, Harvard Umver 
sity Press Cambndge 1926, p 400 

• Taussig, Iniemational Trade, pp 207, 208 Quoted by permission of 
The Macimllaa Company 
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Fig. 27. The t'svo series fluctuated in the long-period movements 
in similar directions. YThether international gold movements 
were results or contributing causes of these similarities in the 
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Fig. 26. — Wholesale Prices and Gold Mo-tements, United States 

SoTUiCEs: Statistical Ahstrcd of the United States, 1930, p. 472, and Bureau of Labor 
Statistics, Wholesale Prices Series, BuUeSin 335, 1923, p. 9. 

long-time trends of price levels in these two countries is a question 
that has not been answered to the satisfaction of many intelligent 
students of the subject. Gold movements are not the only influ- 







Fia 27 — IvDEX Nciibers op Wholesale Prices is Great BRrrADf asd 
U xiTED States im Terms op Gold 1830 to 1930 
1010-1914 \vci?ige Equals 100 Per Cent 
Data from Warm asd Pratvon Prv*t and Aldntk Rrpart, {7 S ^tnaU Rtfctl 
S'*!! CongTt M 2(1 S«at on Tbe Bniiab iod«x u id tanna oIecIiI pncaa. It «aa 
a'acmblfd from Tanoos S-orrally rero^n,,,^ Bn lab »o«rr*a by t^arren and Praraoa 
Cw thur Prvf coin p 75) Tbo Ln nl ®tat«a index wma tcwopled by Warren and 
Fearion for yearn ear er than IJCJO The ■Rarim Pearaon £*urea 1S«>-1S80 are rip- 
pleraented an h the Aldneb report indi^ n, terms ot zold. ronrerted to a I910*!9!t bam 
period (are AUnck Ptjxrrt Part I pp 93-|(j0) The ficurta from IS^ (o 1930 are Bareaa 
of Labor eutut « fijeurea as adsoled by Warren and Pearson to a I910-19U ham penod 
Dau (raia W arren and Pearaon by eouixesy ^ Sleeara. W arren and Pearson. 
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ences at work to create greater or less degrees of mutual inter- 
dependence among different national price systems. 

One important economic force, aside from gold movements, 
that acts to bind national price systems into a universal vhole is 
the action of the prices of those goods which regularly enter mto 



Fig. 28. — Ixdex Ntoibebs of Wholesale Prices, United States and 
China, in Terms of Gold, 1870 to 1932 
1910-1914 Average Equals 100 Per Cent 

SovECEs; The Chinese index from 1870 to 1932 is from Warren and Pcarsonj Prices, 
p. 148. Ratios of exchange between silver and gold used in reducing the Chinese index to 
terms comparable with that of the United States were obtained from the same source, p. 
144 Data used by permission of Jlesars. Warren and Pearson. The United States 
devalued her cold dollar in 1933. The Chinese index is more representative of port ciUea 
than it is of Chiiia as a whole. 

international commerce. In Fig. 28 price levels in China and 
the United States are compared from 1870 to 1932. In spite of 
the fact that the Chinese and American index numbers are com- 
posed of different combinations of commodity prices and are 
weighted differently, and the further fact that the two countries 
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have very different monetary ^^ems, the long time trends of the 
two mdex numbers (Elg 28) are gumlar The manner m which 
prices of mtemational commodities like siher, wheat, nee and 
cotton are determined accounts at least m part for the apparent 
connection between both the Anaencan and British and the 
Amencan and Chinese price systems Prices of some commodi- 
ties are dominated by supply and demand factors operative m 
relatively small market areas, whereas the markets for other 
commodities are practically world wide m the sense that factors 
of world supply and world demand are more dominant than con 
ditions of local supply and demand TMien the world crop of 
wheat, for example, is abnormally large wheat prices m the 
Umted States tend to be low more or less regardless of the sire 
of the wheat crop m this country The reason is obvious 
United States fanners produce a surplus of wheat for export 
There being no unified control of wheat supplies, competition is 
keen Domestic pnees tend to equal the pnees which export 
surpluses of wheat will bring m foreign markets (allowance being 
made for carrymg costs and other marketing expenses) because 
no farmer will sell for export if his wheat will bring a higher price 
for domestic consumption Prices of a commodity like potatoes 
that do not enter so largely mto international trade, because of 
penshabihty, relatii e bulk and other reasons, are more largely 
determmed by domestic supplj and demand The generally 
s^ affable index numbers of prices have not been compiled pn- 
manly with the idea of differentiatmg between domestic and 
mtemational commodities Recogmtion of the importance of 
such a classification has, however, resulted m a number of special 
studies of the possibilities of segregatmg commodities mto domes- 
tic and mtemational groups * Mere recollection of the fact that 
direct and mdirect competition tends to weave all price* mto a 
smgle system is sufficient to discourage attempts to draw sharp 
and permanent Imes of distinction between domestic and mter 
national goads Xike the fiffpf#- ^rdurad bjr piffling comer 

‘ Federal Reserve Board Pnees tn the UnUed Stales and Abroad, 1919 to 
1923 Waalungton, D a, 1924. 

Harvard Econonijc Society, TTraHyiefler 7, Februarj 19 1927 

Kbeps, Theodore J , ‘ Export import and Domestic Prices m the 
United States, 1926-1930,” The QuarUrlj Jawnal of Eamomus, February, 
1932. 
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of a fish net, some parts of the price system may respond to a 
depressing or an elevating force more readily than others imtil 
the force brings the whole system into motion. Figure 29 sug- 
gests that in the business depression beginning in 1929 the general 
price level in the United States was led dowm by the international 
commodity group. 

The connection between export and domestic prices may run 
through the indirect channel of demand. On the downgrade, 
industries with reduced margins of profit because of reduced 
prices of international commodities buy less industrial goods and 
employ less labor. United States wheat and cotton farmers who 
receive low prices for their cash crops have less money to spend 
for farm improvements requiring the purchase of building mate- 
rials. The Argentine wheat farmer who also receives a low 
price for his cash crop is in position to purchase less farm machin- 
ery and fewer American-made automobiles. Losses in sales and 
“layoffs” of labor in practically aU sectors of industry follow: 
in the farm-machinery industry, in the automobile industry, in 
the building trades and elsewhere. Unemplo 5 anent increases; 
buying power for domestic goods and for import goods is progres- 
sively reduced. The price decline spreads. Reverse changes 
occur as prices rise. Thus the fact that market areas for many 
important co mm odities and dominant forces of supply and 
demand that condition prices cut across national boundaries 
helps to explain the centripetal force which appears to act upon 
gold prices of goods in all countries. Similar reasoning applies to 
prices of invisible goods that are bought and sold in international 
trade; viz., services, securities, etc. These prices, also, tend 
toward conformity in the several national markets •where inter- 
national purchase and sale is common practice. Eristence of 
general tendencies toward conformity of national price levels does 
not imply that prices of particular goods or even averages of all 
prices are exactly the same in different countries. Tariffs, costs 
of transportation and other influences tend to prevent absolute 
equality of prices in different countries. Furthermore, the pulls 
of freely traded international commodities upon the several price 
systems may not be equally potent even though their effects are 
to move the several price systems in similar directions. Finally, 
this explanation of one of a number of possible connecting links 
between national price systems, reasoning as it does from inter- 
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prices into gold prices may be illustrated with the French paper- 
currency price index which stood at 642 in 1927 (1913 base). 

The par of doUar-franc exchange was 60.193 per franc. ^ 

The prevailing average rate of exchange (cables) was 60.0392 
per franc. 

60.0392 divided by the gold par (80.193) gives 0.203. 

642 times 0.203 is 130, the gold price index for France in_1927. 

The extreme variations between French paper-currency prices 
and British or American paper-currenc}'’ prices between 1920 and 
1932 is largely accounted for by the depreciation of ft-ench cur- 
rency and variations in exchange rates between the monetary 
units of these coimtries. Exchange rates between the currencies 
of a paper-standard country and a gold-standard country tend 
to measure the extent of monetary depreciation in the paper- 
standard country. 2 


CONCLUSIONS 


Although price levels in different coimtries and exchange rates 
between the currencies of such countries are related, neither the 
prices nor the exchange rates need be regarded as cause or result 
of the other’s fluctuations. A more accurate statement probabl}’- 
is that both are common products of common antecedents. 
When general price levels in different countries tend to pull away 
from one another (allowances having been made for accompanying 
variations in exchange rates) corrective forces come into play. 
Among the corrective forces are gold movements, changes in 
commodity trade balances, international loans, debt cancellations, 
debt repudiations and adjustments in other items that enter into 
international payments balances. There is little reason to 
assume that the sequence or the relative magnitudes of adjust- 
ment of the several payments balance items is uniform between 
all nations and under all circumstances. 

The process by which a nation’s payments to foreign countries 
and its receipts from them are kept in equilibrium is not exactly 
the same in detail when countries are on paper standards as when 
gold is the monetary standard in the trading countries. In the 


1 Prewar par. The prewar par of exchange between dollars and francs 
was still in effect before devaluation of the franc in 1928. 

= This fact was recognized by Ricardo more than a century ago. Sec 
Ricardo, David, High Price of Bullion, 1810. 
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latter case (t e when the trading countries ha^ e gold^tandard 
monetary systems with free comertibility of paper currency mto 
gold) exchange rates tend to lary wnthin narrow gold shipment- 
pomt limits When the trading nations are operating with paper 
money standards there is possibility of wide foreign exchange 
fluctuations When there is no possibility of making pajments 
balance adjustments by means of gold flows they may be made 
either through the medium of mdely fluctuatmg exchanges or 
through that of fluctuating national pnce levels or a combmation 
of the tv^ International gold mo\ements may cause fluctua 
tions m national price levels but they are not the onlj cause of 
such fluctuations 



CHAPTER XXIV 


GAINS FROM TRADE AND THEIR DIVISION^ 

The classical economists, Adam Smith, ^ Da^dd Ricardo® and 
John Stuart hliU,^ expounded the fundamental nature of gains 
arising from territorial division of labor. Their thesis' T\’as that 
adaptation of industries to particular natural resource and popu- 
lation advantages of different regions tended to maximize 
aggregate physical volume of production. This fimdamental 
principle is as true today as it was 150 years ago. If, for example, 
people in a region with abundant and easily accessible coal and 
iron resources and relatively little agricultural land devote the 
major part of their ener^es to manufacturing with power machin- 
ery and people in regions with little or no minerals and an abun- 
dance of agricultural land devote their maj or energy to agricultirral 
production, such di^^sion of labor tends to maximize output both of 
the manufactured goods and of the agricultural products. Mill’s 
figures given to illustrate the foregoing facts are on page 334.® 
These assumed data illustrate the so-called principle of compara- 
tive advantage. According to the illustration, a day’s labor pro- 
duces more com in Poland than in England. A day’s labor also 
produces more cloth in Poland than in England. Poland has an 
advantage in the production of both com and cloth, but she has a 
greater advantage in com production than in cloth production. 
A day’s labor produces twice as manj’’ bushels of corn in Poland 
as are produced in England and only 134 times as much cloth. 
Consequently, more com and cloth in the aggregate will be pro- 
duced in the two countries if Poland specializes in com production 

^ This chapter was written with the assistance of Mr. M. P. Stoltz, 
sometime assistant, and graduate student, Economics Department, Brown 
University. 

2 Smith, Wealth of Nations, 1776. 

’ Ricabdo, The Principles of Political Economy, 1817. 

* Mill, Principles of Political Economy, 1848. 

® Mill, op. cit., Ashley ed., 1929, p. 577. See also Chap. IX of this 
volume. 
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Pbodcctiov or Cobx axd Clotb w Poland and England 
W ithout Territorial SpecUlizatiOD 


Country 

Com 

Cloth 

Poland 

100 days of labor, SO bu. 

100 days of labor, 200 yd- 

England 

200 daj-s of labor, 50 bu. 

150 dej-B of labor, 200 yd. 

Total produc- 



tion 

1 100 bu 

400 yd. 


With Temton&l Speeialiration 


Country 

Com 

Ooth 

Poland 

200 days of labor, 100 bu. 

None 

England 

Kone 

250 days of labor, 466f^ yd. 


and Eoglaod specisUzt^ la doth production. The net gain /rom 
specialiration may be 66 ^^ yards of cloth, as indicated in the 
illustration If so it may aU go to Poland or it may all go to 
England, dependmg upon the ratio of exchange between com 
and cloth If the ratio of exchange is 1 com to 5}i cloth, Poland 
gets all the gain, viz , 66?^ yards of cloth more than she had before 
specialization. If the ratio of exchange is 1 com to 4 cloth, 
l^gland gets all the gain, ctz., 66^3 yards of cloth more than she 
had before specialization. The 1 to 5^ ratio is that between 
com and cloth in England before specialization; the 1 to 4 ratio 
b that between com and cloth in Poland before specblization 
when, as assumed, the goods within each country exchange in 
proportion to the amounts of labor required for their production. 
If the exchange ratios are greater than 1 to or less than 1 to 4 
there will be no reason for trade between the two countries. 
Poland will produce cloth rather (ban purchase it at a cost greater 
than 1 com for 4 cloth and England will produce com rather than 
purchase it at a cost greater than 5}^ cloth for 1 com.* Stated 
amply, fte principle 0 / comparative aSraniage^ as follows: c coun- 
try tends to export those products in the production of which it has 
the greatest advantage or the least comparedite disadvantage and to 

* If the exchange ratio is 1 com to 5H cloth (or less) and England gets 
more cloth than she desires, a small part of her labor maj be devoted to the 
pioductioa of com. 
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import those prodticts in the production of which it has the least 
advantage or the greatest comparative disadvantage.^ 

It is because of this principle that a densely populated, low- 
wage country, like Japan, can trade with a sparsely populated, 
high-wage country, like the United States, without wages in the 
high-wage coimtry being forced down to the level of wages in the 
low-wage country. The output per worker emploj'-ed in cotton- 
textile manufacturing in the United States, for example, is 
greater than that in Japan; so also is the output per worker 
employed in the manufacture of automobiles greater in the United 
States than it is in J apan. But in the manufactiure of automobiles 
the United States has a greater advantage over Japan than is the 
case in cotton manufacturing. Hence, in spite of a high tariff 
on cotton-textile imports. United States citizens buy cotton 
textiles in Japan and sell automobiles in Japan. The money cost 
of manufacturing textiles in the United States tends to be higher 
than it is in Japan because of the high American wage level. The 
demand for labor in the more efficient high-wage industries, such 
as automobile manufacturing, tends to keep wages relatively high 
in all industries in the United States, the textile-manufacturing 
industry included. 

The case for territorial specialization and international trade 
is even stronger than the foregoing illustration suggests when one 
country has an absolute advantage in one industry and another 
country has an absolute advantage in some other industry. 
Japan, for example, with a dense population of patient, skillful 
workers and relatively httle natural resources, exports raw silk 
and manufactm'es requiring large amoimts of hand labor per 
dollar of sales. Argentina, on the other hand, vdth a sparse 
population and an abundance of fertile agricultural land per 
capita, exports wheat and wool, in the production of which rela- 
tively little labor per dollar of sales is utilized. 

Economists of the present day accept the fundamental princi- 
ple that production advantages arise from territorial di^'^sion of 
labor. However, they are aware of the fact that the law of 
comparative advantage, couched in terms of labor ratios, is not 
very realistic. As a result of efforts to apply the classical formu- 

1 For further exposition of the -principle of comparative advantage as devel- 
oped by a neoclassical economist see Taussig, International Trade, Chaps. 
I-X inclusive. 
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lation of pnnciples go\eming ^ins from international trade to 
pre«ent-day problems, the whole subject has been reexamined 
by thoughtful student**, and tangible results have been achieved 
m the waj of more reali:itic statements 

REEXAMINATION OF THE PRINCIPLE OR COMPARATIVE 
ADVANTAGE 

The older formulation of the comparati\e-adxantage doctrme 
expressed costs m terms of human effort or eacnfice as measured 
b} days of labor Goods were supposed to exchange in domestic 
markets m proportion to the amoimts of labor (homogeneous 
labor) embodied in them Internationally, goods were presumed 
to exchange (withm the limits of labor cost differences m vanous 
countnes) m proportion to relati\e mtenaties of reciprocal 
demand Present-day economic theory assumes that the ratios 
of exchange of goods, both m domestic and m mtemational 
markets, arc m proportion to marginal money costs of production * 
In addition to labor, a number of factors contnbute to production 
co«ts 0utlaj*3 for dissimilar production factors are expressed 
m a common umt, monej Opportunity costs, measured m 
money units, determine the u«es to which production factors are 
put Prc'cnt-day theory thus substitutes marginal money costs 
of production for homogeneous labor content as a standard for 
the determination of ratios at which xsnous kmds of goods 
exchange both m domestic and m international markets 

Gold pncea of intemationall> traded commodities tend to differ 
in freely trading countnes by relati\elj small amounts * Export 
commodities tend to sell m countnes of ongm for amounts only 
slightly below pnces of such goods m freelj trading import coun- 
tnes Differences in pnces of international commodities* between 
freely trading countnes arise mainly from transportation costs 
and other expenses mcidental to transfer of the goods from one 
country to another Comparative advantage is reflected more 
largely by differences in labor eflSaencies and m wage lev els m the 

^ Hua statement applies to repnKfacibfe goods, wticfi constitute tfie 
greater part of goods that enter the channels of trade, and it assumes perfect 
competition The situation under noacompetitire conditions is discussed 
bnefly on pp 34S-3ol 

* See Chap XXIII of the present volume 

> An international commodity is one which freely enters the channels of 
international trade. 



GAINS FROM TRADE AND THEIR DIVISION 


337 


trading countries and by geographical concentration of the various 
industries than by differences in nione3’^ prices of internationally 
traded goods in different countries. If marginal money costs* of 
producing a particular international commodity in two freely 
trading countries diverge by amoxmts much greater than carrjung 
costs, equali2dng economic forces are set in motion. These 
forces initiate rearrangements in trade that continue until the 
volume of goods of various classes produced in one country and 
that produced in the other country are consonant ■with near 
equality of marginal costs and prices of the commodity in the 
t'wo countries. 2 In the absence of customs tariffs and other 
artificial trade barriers, international commodity price differ- 

1 Marginal cost is the average cost of production per unit of product of 
those firms which, over a period of years, realize just enough profits to induce 
them to continue in business. This is the cost about which selling prices 
tend to fluctuate. Firms with lower costs realize more profits than marginal 
firms, their profit per unit of sales being the difference between their money 
cost per unit and prevailing prices. Firms -with per unit costs that exceed 
those of marginal firms will, in time, be forced either to reduce their costs 
or to discontinue production. This statement assumes that all firms 
operate under conditions of “decreasing and increasing costs.” 

’ In the case of goods produced under competitive conditions in all the 
trading countries, the fact is ob-vious that the ratios of exchange, both intra- 
national and international, are approximately equal to the ratios of marginal 
costs of production of the goods traded. This conclusion rests on two 
conditions; the first is that prices and marginal costs of production in every 
producing region tend to equality; the second is that international prices 
tend to equality. In the case of goods that are not produced in all the 
trading countries, the ratios of exchange of those which are bought and sold 
internationally tend also to be in proportion to marginal costs of production. 
The reason is twofold. On the one hand, sale of international goods for 
substantiall}’’more than their marginal costs of production results in increased 
output in relation to other domestically produced goods, followed by changes 
in relative costs and prices of the classes of goods effected. On the other 
hand, sale of international goods for less than their marginal costs results 
in reduced production and changes in cost and price in relation to costs and 
prices of other domestically produced commodities. Substitution and shifts 
in production factors from one industry to another in the domestic markets 
of the trading countries tend to hold international, as well as purely domes- 
tic, goods at prices which approximate their marginal costs of production. 
The term “opportunity cost” has been used in this connection to indicate 
forces which condition expenses of production in situations where production 
factors are in demand for many competing uses. 

See Habeklee, Gottfried von. The Theory of Inlemational Trade, 
William Hodge and Company, Ltd., London, 1936, Chap. XII. 
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ences E>etiveen trading countnes and money cost differences (in 
terms of gold) at the margin m the vanous trading countnes 
tend to be relatn elj small The pnee and money-cost equalmng 
process takes place through expansion of strong firms and h-tnl 
niptcj liquidation ofthexreaLeronw The weak concerns (weak 
from a compet^tl^ e pomt of \iew) may be forced out of busmess 
or their costs per unit to produce may be reduced (by a writing 
down of the \aluations of their fixed capital assets or otherwise) 
Thus as a result of cost adjustments necessitated by competition, 
international commodity price differences between trading 
countnes and money co^t differences (in terms of gold) at the 
raargm,* in the ^ anous freel3 trading countnes tend to be rela 
tn elj small It is not a wide pnee differential per se that stimu- 
lates the flow of trade from one country to another so much as it is 
desue on the part of low-cost producers to increase sales volume 
at world market pnccs Smulanty of marginal money costs of 
production and «umlanty of prices of international commodities 
m the ^ anous tradmg countnes arc m harmony with the theory 
of comparative advantage, not in contradiction toil 

Comparative Advantage Rests upon the Pnnciple of Propor- 
bonality — The foregomg conclusions and those to follow turn on 
the pnnciple of proportiooahty From an mterregional or an 
international standpoint this principle may be stated simply as 
follows 

Disadvantage attends any excess or deficit m the supply of productive 
factors relative one to another * 

It is common knowledge that different nations are differently 
endowed with the t anous factors of production* Some coun 
tnes bale large populations and relatively meager supphes of 
agncultural and mmeral resources Italy and Japan, for example 
Other countnes have small populations in relation to available 
suppUes of agncultural land and imneral resources Pohtical 
instabihty discourages capital from flowing to some countnes 
whereas apparent stabihty of existmg governments tends to 

‘ See note 1, p 337 

* Dave-vtobt, II J , The Eeommia of Enlerpnse, He Macmillan Com 
pab}, Iscw \ork 1919 p 423 

‘Land, labor capital, business and technical leadership See Part H 
of this volume. 
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encourage capital investments in other countries. For this and 
other reasons, capital is not distributed over the world in propor- 
tion to natural resources and populations. Furthermore, 
improved techm'cal skills are not achieved at the same time and in 
the same degrees in all countries. In consequence of these cir- 
cumstances, factors of production are available in substantially 
different proportions in the various commercial nations. The 
actual combination of productive factors in any particular coun- 
try where capitalism is in vogue tends to be determined by judg- 
ments of business leaders who constantly seek to produce goods 
at money costs low enough to permit the goods to be sold at a 
profit. In a country like Italy, where labor is relatively cheap, 
industries thrive best which employ relatively more labor and 
relatively less capital and natural resources than is the case in 
countries like the United States and Canada, where capital and 
natural resources are more plentiful in relation to available 
supplies of labor. In countries of the latter class, heavy, mass- 
production industries and agricultural staples industries tend to 
predominate. Examples are steel smelting, paper manufacturing 
and wheat growing. In countries of the former class (Italy, 
Japan, etc.) light indtistries tend to predominate in manufactur- 
ing and intensive industries in agriculture. Examples of com- 
paratively light manufacturing industries are textiles, jewelry, 
hats, gloves, toys, pottery, drugs, etc. Agricultural emphasis in 
the densely populated countries tends to be placed more upon 
intensive undertakings such as poultry raising and vegetable and 
fruit Roving and relatively less upon the growing of staples 
(such as wheat) than is the case in sparsely populated countries. 
These tendencies toward regional specialization result from the 
activities of businessmen who seek to maximize their profits by 
producing low-cost goods that can be sold at a profit. 

Least Cost Combinations. — ^In a free-market economy,^ 
producers must combine available factors of production in such 
manner as to result in least money cost per unit of product if they 
are to maximize their profits. In a country where labor is abun- 

* The free-market economy is one in which consumer choices, freely made, 
in the purchase of goods, on the one hand, and competitive activities of 
profit-seeking enterprisers to produce such goods at a profit, on the other 
hand, regulate production and direct the utilization of a country’s produc- 
tive factors. 
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dant and relativ eJj cheap, i&dustnes that can make profitable use 
of an abundance of cheap labor tend to predominate TVithm 
such mdustnes the most profitable producmg umts tend to be 
those m uhich natural resources, labor, capital and management 
are combmed m such fashion as to minimize money costs of 
production per umt of output A dearer conception of the least 
cost combmation of factors m a single producing umt may be had 
from the arithmetic illustration m Table 62 


Table 62 — Cost per Vvrr or Octpdt ts a PARTicuLAa Factobt ct 

THE SaOE-UAHCPACnmiNQ IVDOSTRT OP A SPARSELT POPULATED 
Country 


SAlanes of manage- 
ment, taxes mterest 
OR mvestments m 
fixed equipment 
and other compara- 
tivel; fixed costs 

Variable costs 

Umts 

pro- 

duced 

Fixed 

costs 

per 

unit 

\ anable costs 
per imit 

Total 

LAbor 

Ilair 

mate- 

nab 

labor 

Raw 

mate- 

nab 

per 

umt 

$10 000 

5 6 000 

S4 000 

5,000 

S2 00 

SI 20 

SO 80 


SIO 000 

8 7 60C 

$4 800 

6 OOC 

SI 67 

SI 25 

SO 80 


SIO 000 

$ 9 310 

SS 740 

7 000 

SI 43 

$1 33 

SO 82 


SIO 000 

SIO 6o0 

?6 375 

7 500 

SI 33 

SI 42 

so 85 

S3 60 

SIO 000 

111 620 

86 942 

7 800 

$1 28 

81 49 

SO 89 

S3 66 


The least cost combination of factors in Table 62 is S9,310 worth 
of labor and §5,740 worth of raw materials associated with the 
SiO 000 outlaj co^ enng fixed costs The least cost per umt of 
product is §3 58 More labor and raw materials or less labor and 
raw materials associated with the given expenditure for manage- 
ment and other relatively fixed costs results in costs per unit of 
product higher than S3 68 Given prevailing market pnces for 
raw matenals, labor, management and other requisites of produc- 
tion, andhttle or no control over such paces by any one producer, 
the producer’s problem is toassocuite and utilise these laciois in a 
manner calculated to minimize money cost per umt of output 
If, by chance, the concern represented by the data m Table 62 
IS a representativ e firm, one that over a penod of years earns just 
enough profit to keep it going, the sales pace of the product will 
tend to be m the neighborhood of $3 58 per unit If the product 
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in question is an international commodity, produced in greater or 
smaller amounts in nearly all countries — ordinary shoes, let us 
say — selling prices and marginal costs of producing like qualities 



vi-m 

Li-Sibl 

9£-SC6l 

sr-tf6i 

n-m 

tc-ztti 

ZC-I«1 

it-oza 

(K-6Za 

K-H61 

si-m 

Li-9ia 

9Z-S26I 

SZ-W6I 

H-iia 

il-iiu 

u-m 

IZ-0Z6I 
02-6161 
61 - 9161 
61 - il6I 
11-9161 
91-9(6! 
SI-W61 
H-t!fcl 
11-2161 
21-1161 
11-016! 
01-6061 
60- 9061 
90-1061 
10 - 9061 
90 - 9061 
90-606! 
»-9061 
90- 2061 
20-1061 
10-0061 


JC 

C 


pH 


p 

o 

CQ 


of shoes in the several freely trading countries vill not vary very 
far from $3.58 (gold) per pair. This statement assumes the firm 
in Table 62 to be a marginal firm in a low-cost country which has 
facilities for expansion of output for export. 



342 TRADE PPACTICES Ai,D PRINCIPLES 

Similanties in Marginal Costs of International Commodities in 
Venous Trading Countries — ^The fa^’t that marginal co«fs of 
producing mtemational commodities m \ anous trading countnes 
are not \ery different is su^ested bj a comparison of pnces of 
freelj traded international commodities Wheat is one of the 
best examples of such a commodity for three reasons In the fir^ 
place, wheat is grown in greater or less amounts in nearlj every 
important commercial country In the second place wheat is a 
standardized commodity, thus affordmg reasonabh accurate 
quality comparisons m \ anous countnes In the third place, 
wheat pnces, oi er a period of j ears, are easily at atlable for differ* 
ent markets Wheat pnces m terms of dollars in St Louis, 
Umted States, and Literpool, England, are shown in Fig 31, 
3 ear by j car from 1900 to 1935 In spite of the fact that Great 
Bntam imports wheat, she produces a substantial amount at 
home each year Before the World War, when wheat entered 
the Bntish market substantiallj free of import tariff duties heat 
pnces m Luerpool year after jear were abo\e tbo«e m St Louis 
bj amounts approximate^ equal to costs of mo^^ng wheat from 
the one market to the o‘bcr The only j ear between 1900 and 
1913 when pnces m St Louis were abo\ e those in Lii erpool was 
the wop year 1904-1905, and lo /act, the relabcin«hip of St Louis 
'ftheat pnces to Liierpool wheat pnces holds reasonably stable 
nght through the World War j cars and the postwar penod Had 
margmal costs of producing wheat m England been very much 
more than pnces of wheat lO the Liverpool market, English farm 
ers would hav e ceased to grow wheat altogether, or, at least they 
would have reduced the acreage planted much more than they 
did * 

Although pnee data for all mtemational commodities m the 
V anous markets are not easily available for comparisons similar to 
that made for wheat m St Louis and Liverpool, such information 
as IS available suggests that marginal costs of production in the 
vanous countnes and pnces in the vanous countnes do,-m the 
absence of tariffs, bounties and other trade restnctions tend 
toward near equahty, as xs the case for wheat TIus conclusion 
does not necessanly mean that land, labor, capital and other 

> Acreage planted to wheat m Great Bntam in 1900 1910 1920 and 1930 
was as follows 1900 1 84» 012 acres, 1910 1 808 M acres 1920 1,929 011 
acres, 1930, 1,400 077 acres, Slatutieal Absiraei of lit Untied Ktnffdom. 
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productive factors are associated in equal proportions in the 
production of similar goods at near-equal marginal costs. If the 
factors of production were freely mobile, internationally, factor 
combinations would be approximately the same in similar indus- 
tries in the various trading countries. However, as already 
indicated, the factors of production are not freely mobile inter- 
nationally; some of them, particularly labor, are highly immobile. 
As a result, factor combinations may be very different in the 
different countries^ even though margmal costs of producing 
similar commodities are nearly the same. 

Mobility of Factors in Relation to Least Cost Combinations. — 
Labor is among the least mobile of the several productive factors. 
Custom, home ties, racial bonds, lack of knowledge of conditions 
elsewhere and legislated immigration restrictions in sparsely 
settled countries, all act to prevent mass migration of populations 
from overcrowded nations. One might argue that agricultural 
land, mineral deposits and other natural resources are even less 
mobile than populations. In a sense this is true. However, the 
first derivatives of agricultural land and mines move inter- 
nationally more freely than do populations. In case of the extrac- 
tive industries — agriculture, mining, lumbering, fishing — land is 
less mobile than labor. In case of manufactruing industries, labor 
is less mobile than raw materials, f.e., metals, textile fibers, fuels, 
etc. Crude products of agriculture, such as wheat, raw cotton 
and unmanufactured wool; metals, such as iron ore, copper ore or 
blister copper; and fuels, such as crude petroleum and coal, are 
among the list of leading international commodities. 

Capital, like the raw materials of manufacturing, is more highly 
mobile internationally than is labor. Interest rates tend toward 
equality in different coimtries, where competition in comparatively 
free markets is a characteristic institution and where differences in 
political stability are not extreme. HTien a country rich in 
natural resources is in the early stages of settlement and industrial- 
ization, returns on capital investments are likely to be somewhat 
higher than are returns to capital in industrially older nations.^ 
However, if political conditions in the new country are stable and 
investments reasonably secure, capital flows to it from older 
countries, where interest rates are lower. In time, 3delds on 

> In the older countries relatively more capital has, in all probability, 
already been associated with available natural resources. 
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investments in the new country approach le\ els of near equality 
■with those in the older countrj% For purposes of indicating 
divergencies of interest rates and yields on investments in various 
countries, average rates of interest on the face values of certain 
government bonds and average jields on the market values of 
these bonds for the period 1901 to 1913 are given in Table G3. 

Tabu: 63 — Ratts or Interest ov Goterjoiext Secostties in a NnisER 
or Countries abd Average Yields on these SECURmrs tor the 
Period 1901 to 1913‘* 


Country and issue 1 

Rate of 
interest, 
per cent 

1 Average 
jneld, 

1 per cent 

Brazil, 18S9 

4 

4 94 

Argentina, 18S&-18S7 

5 

4 93 

Chiaa, gold 

4H 

4 74 

Japan, sterling 

4 

4 73 

Russia 

4 

1 4 43 

Hungary, gold, IS8I-1892 

4 

4 43 

Austna, gold, 1876 

4 

4 07 

German bonds 

3 

3 84 

Cape of Good Hope I 

3 

3 47 

New Zealand 

3 

3 41 

India, stock 

3 

3 36 

United States, 1925 

4 

3 21 

Canada, stock 

3 

3 15 

France 

3 

3 12 

United Kingdom, consols 

2K 

2 94 


>Sovmcs R«porC of tb« BmM of Inquiry. OtUwa. Cuada, oo Co*( o/ t-inug VoL It. 
pp 707-716, 19IS, as adapted by Warrca ami Psaison, Pntn, p 277 Used tbroufh tbs 
Coortcap of Mmra. Warreo aod rsaraOB 

Differences between yields on bonds of the United Kingdom, 
France and the United States as listed in Table 63 are small, the 
maximum difference being about H of f per cent. The largest 
difference in yield indicated in the table, viz , 2 per cent, is betv\ cen 
British consols and Brazilian bonds. This difference may be 
accounted for in large part by inequality in the risk factor between 
investments in Great Britain and Brazil. Magnitudes of inter- 
national capital movements are treated elsewhere in the present 
volume.* The point of eraphaas here is the tendency for capital 
* See Chap XIX. 
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costs, like the costs of international commodities, to seek uniform- 
ity in world-wde markets, as a result of international mobility of 
capital. 

A third production factor, technical ideas, appears in times gone 
by to have been comparatively immobile, at least for short periods 
of a few years or a few decades. However, improved communica- 
tion facilities make possible at the present time comparatively 
quick acquisition of new technical ideas by all the more progres- 
sive nations. Technical ideas are at present relatively mobile. 

Aside from mines, agricultural land and other immovable 
resources that contribute to primary production, labor, as already 
stated, appears to be the least mobile of the factors of production 
employed in modern industry. In consequence, and as already 
remarked, light industries that utilize relatively large amounts of 
labor tend to gravitate to densely populated, low-wage countries 
if artificial barriers against movements of capital, raw materials 
and finished goods do not prevent. Illustrations are the rapid 
growth of cotton and wool manufacturing in Japan and the rapid 
growth of the rayon industry in Italy. ^ 

As a result of labor immobility (and to a less extent costs of 
transporting fabricating materials, fuels and finished goods) least 
cost combinations in a particular industry may be quite different 
in different countries. The arithmetic example of a least cost 
combination presented in Table 62 might take on some such 

1 In the United States, labor expense ranges from about 25 per cent to 
more than 50 per cent of total expenses of production in cotton manufactur- 
ing and rayon industries as compared with a labor expense of only about 
5 to 10 per cent of total expense in the blast-furnace industrj^, an average 
labor expense of about 20 per cent in “iron and steel and their products” 
industries and 15 per cent to 20 per cent in the aluminum industry. The 
foregoing data are based on Census of Manufactures statistics. Tlie propor- 
tions of labor expense to total expense in these industries in other countries 
varies with the availability and relative wages of labor, and prices of raw 
materials, fuels, capital and other requisites of production and their associa- 
tion in least cost combinations. 

Between 1913 and 1930 rayon output in Italy increased from about 
200,000 metric tons to approximately 30,000,000 metric tons per annum. 
In the United States, where the rayon industry was protected by import 
tariffs, the increase in output during this period was from about 700,000 
metric tons to approximately 53,000,000 metric tons per annum. The rate 
of increase was greater in Italy than in any other country. Likewise, the 
rate of increase in output of cotton and wool fabrics has been greater in 
Japan in recent decades than in other countries. 
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charactenstics as those exhibited in Table 64 if the industry in 
question were being examined in a more densely populated coun 
try than that reprc'^ented m Table 62 


Tabls 64 — Cost pe« Unit or Octtct cr A. PARXicut-ui Paptoht ur the 
Shoe maatpactcbinq Ivdostbt or a Desselt Populated Cocvtet 


Salaries of manage- 
ment taxes interest 

on mvestmeats la 
fixed equipment and 
other comparati>elj 
fixed costs 

\ Enable costa 

Units '■ 

Fixed ' 
costa , 
per 
unit ' 

Vsnable costa 
per umt 

Total 

costa 

per 

unit 

Labor 

Raw 

mate- 

nals 

pro- 

duced 

Labor 

Raw 

mate- 

nals 

So 000 

$ 9 SOo! 

$4 000 

5000 

$1 j 

SI 90 

SO 80 

S3 70 

$5 000 I 


0^2 

6000 

SO 8.1 

$1 9o 

SO 80 

S3 58 


$14 56Q| 

^ S5 740| 

7000 

SO 71 

$2 08 

SO 82 

S3 61 


The marginal cost per unit of producing shoes is the same m 
Table 64 as it was m Table 62, tnz $3 58 Relatn ely more labor 
IS a'KioGiated with relatn ely less capital and management m the 
Table 64 illustration Labor is abundant and wage rates are 
relatnel} low in the «econd illustration If a day's labor pro- 
duces two pairs of shoes in the first illustration (Table 62), the 
wage rate may be $2 66 per day If in illustration two (Table 64) 
a day s labor produces one pair of shoes the wage rate may be only 
S195aday Ingeneral wage rates and labor efficiency tend to be 
low in the country with a lai^ population and a scarcity of raw 
matenals even though raw matenals are freelj available for 
purchase abroad at world market pnces CJonversely, the coun 
try mth an abundance of natural resources and a relatii ely small 
population will hai e a relativ elj high w age level if its people hai c 
or can secure capital technical leadership of a high order and 
business leadership of a high order The country with a high 
wage lei el maj ha\ e large and profitable mining industnes, large 
and profitable mass production manufacturing industries and 
profitable extensive farming industries Differences in national 
prospentj are conditioned more by differences in factor combma 
tions than by differences in money costs of production Also 
differences m factor combinations are more sigmficant than 
differences m money costs in determining both the geographical 
location of industnes and the flow of international trade Mm- 
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imization of artificial trade barriers tends to result in maximiza- 
tion of the volume of international trade, maximization in the 
degree of territorial specialization and minimization of differences 
in factor combinations in a particular industry' in different 
countries. In order for territorial di^dsion of labor to be maxim- 
ized by the development of light manufacturing industries in 
countries with an abimdance of cheap labor and relativelj' little 
natural resources, these countries must be able to purchase 
fabricating materials and fuels at world-market prices and they 
must have access to foreign markets for their finished goods. 
Without access to foreign markets for finished goods, the densely 
populated coimtry is likety to be without the necessary purchasing 
power with which to buy foreign raw materials. The advantage 
of free trade and a maximum degree of territorial division of labor 
arises from more effective combination of productive factors in all 
the trading countries and a tendency thus to increase the com- 
bined productions of such countries, as iUastrated hj^rothetically 
by Mill.i 

Comparative Advantage, a Labor Efficiency Principle. — “Com- 
parative advantage” m'the international sense in which the term 
is used in classical economic theory signifies a relatively high 
degree of labor efficiency. The industry with the greatest 
advantage is the industry in which, because of abundant natural 
resources, superior scientific and business leadership or some other 
favorable condition, labor is most efficient and wages are rela- 
tively high. “Least comparative disadvantage” is a phrase 
employed to refer to the most efficient industry in a country 
where, because of a dearth of natural resources, inadequate 
technical knowledge, ineffective business leadership or some other 
cause, producti\'ity of labor and wages are, in general, low. 
Industries with the greatest advantages or the least comparative 
disadvantages tend to be the export industries and, for the coun- 
try concerned, the industries which contribute to establishment of 
the highest competitive wage level possible for that coimtry. 

International trade permits every country to employ its labor 
force in those industries where labor efficiencj^ tends to be great- 
est. Where trade is free, prices of international commodities are 

^ See p. 334. The qualifying term "tend ” is here employed because labor 
efficiency is conditioned by national industrial stability and many other 
factors in addition to territorial specialization. 
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determined by world wide conditions of supply and demand 
The country mth superior labor efficiency in particular industries 
can pay relative!} high money wages (m terms of gold), produce 
its export goods at margmal money costs no higher than marginal 
costs of «irailar gooda in import-countnes and sell its goods at 
world market pnces Thus compamiiie advantage, m the sense in 
which the term is emplojed in international trade, rests upon 
comparative labor efficiency Labor efficiencj, in turn, is con- 
ditioned in no «mall part by factor combmations. As already 
stated mone} costs of production (at the margin) and pnces of 
international commodities tend toward near equality in freely 
trading countnes Labor efficiency and wages in the various 
trading countnes do not necessarily tend toward equably 
Exchange Values — As already stated, value theory as devel- 
oped by present-day mv estigators apphes able to international 
purchase and sale and domestic purchase and sale Value 
analysis maj be divided into three aspects, dependent upon the 
presence of effectiv e competition, the ab«ence of competition or 
the presence of a state of imperfect competition or partial mono^ 
oly Competitive value tends to rest upon marginal cost of 
production, t c , av erage costs* per umt to produce, on the part of 
firms that, over a penod of years, reabze little or no profit over 
and above expenses of management, going rates of return on 
capital investments and other outlays incident to continued 
operation When profits in a competitive industry are greater 
than tho«e in surrounding industnes, tho high profit industry 
tends to expand and competition tends to reduce pnces of the 
goods produced by it Competitive firms which do not keep their 
average costs per umt to produce equal to or below average pnee 
per unit of goods sold are called submargmal firms A sub- 
marginal firm will, m time, be forced either to find ways and 
means of reducing its costs or go out of business Competition 
among low cost firms and withdrawal of submargmal firms are the 
flexible elements m a competitive economic system which, ov er a 
long penod of time, cause the lower limit of pnces of reproducible 
goods to fluctuate about costs per umt to produce on the part of 
the marginal firms, as defined 

* This statement apphes to conditions of decreasing and increasing costs 
of particular firms the condition which is most typical of modem industry 
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Assumptions underlying the foregoing statement of value 
determination are essentially those associated with “free” or 
“perfect” competition. When competition is not free, as is 
often the case, prices do not necessarily tend toward average 
costs per unit to produce on the part of marginal firms. Possi- 
bly, the most characteristic market condition of modem times is 
that where gradual and imperceptible gradations are to be found 
all the way from a condition of near-perfect competition in some 
industries to a condition of complete monopoly in others. A 
monopoly, as the term is employed in economics, is a condition of 
complete and unified control of the supply of particular kinds of 
goods. If the total supply of a product is controlled by a unified 
group of producers, their best interest, ordinaril}’-, is to control the 
flow of the product to market in such a manner as to maximize 
their net profits. An example of a monopolized kidustry is 
diamond production. The British South African diamond mines 
are so far superior to any other known diamond mines in the world 
as to place the group who exercise unified control of these mines in 
a monopolistic position in the sense that effective production 
control is possible. Furthermore, the two other essentials of an 
effective monopoly are present in the case of diamonds, viz., (1) 
no low-cost substitute exists, and (2) the demand for diamonds is 
inelastic.* 

As between the two extreme market conditions just cited, the 
one described as free competition, the other as monopoly, a great 
many degrees of imperfect competition or partial monopoly exist 
both in domestic commerce and in international trade. Without 
attempting to review the whole complicated theory of market 
value, we may cite a number of generalizations that have an 
important bearing upon the question as to how the gains from 
international trade are divided among the trading countries. 
First, low-cost production and international competition tend to 
affect export prices of competitive international commodities 
much as low-cost production and competition affect domestic 
prices of competitive domestic goods. If, for example, an inter- 
national commodity can be produced competitively in a number of 

* If the demand for diamonds were highly elastic, monopoly might exist, 
but the fact that higher prices would tend sharply to reduce the number of 
diamonds sold under this condition would tend to narrow the range of price 
increase that would be profitable to the monopolist. 
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countnes, marginal cost of production in some one of the low-cost 
producmg countnes that has ample resources for expansion of the 
industry is likely to be the pomt toward i^hich export paces of 
the commodity, wherei er it be produced, tend to grantate * 
Low-cost production of cotton textiles m Japan, for export, is 
tending, for example, to force Bntish textile exporters either to 
meet Japanese paces or to lose a part of their foreign markets 
So also low-co'it production of wheat in Canada, Argentina and 
elsewhere is tendmg to force Umted States wheat exporters either 
to meet Canadian and Argentine pace competition or to lose a 
part of their foreign markets for wheat What is true m this 
respect in cotton textiles and wheat markets is true also m greater 
or less degrees m the marketing of other mtemational com- 
modities Second, the elasticity of international demand affects 
the amounts by which paces of monopohzed mternational goods 
are held aboie marginal costs of production m the low-cost 
countnes, much as elasticity of domestic demand affects monopoly 
paces of purely domestic goods * Third, m international mar- 
kets, as m more purely domestic markets, vanous degrees of 
imperfect competition or partial monopoly exist m different 
mdustnes Fourth, whereas mtemational goods are subjected 
directly to forces of supply and demand that cut across mter- 
national boundanes, goods that do not enter the channels of 
international trade may be subjected directly only to forces of 
supply and demand that act m restncted markets However, as 
explained m Chap XXIII, e\en the purely domestic commodities 
are, m time, indirectly subjected to mtemational pnce-makmg 
forces through the ebb and flow of domestic buymg power m so 
far as it raaj be affected by international transactions Fifth, 
since the gain from terntonal specialization os not subject to 
precise measurement and since its division among the several 

* Allowance being made for differences m transportation and other 
marketing costs 

‘Furthermore, t £ competition smong eevera/ pzxKfucmg and exporiaig 
countnes is not free, a demand that ts not highly elastic combined with 
decreasing production costs m an exporting country may encourage dump- 
ing Dumping may be defined as sale abroad at prices below those prevail 
mg m the producing country In this case, different degrees of elasticity of 
demand m exportmg and importii^ countnes may affect export pnees 
Also import tanffs imposed by impottu^ countnes may affect export pnees 
of goods produced under conditions of mcreasmg and decreasing costs 
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trading countries is conditioned by all these complex price-making 
forces, each coimtry’s share of the gain is not subject to accurate 
measurement. However, it is possible, over a period of time, to 
determine roughly whether a country’s terms of trade tend to 
become more favorable or less favorable. It is common knowl- 
edge that in international trade, as in domestic trade, an industry 
which can produce at relatively low cost goods that are in rela- 
tively great demand and that are subject to relatively slow 
increase in supply is in a favored trading position. Convereely, 
the industry producing goods the demand for which does not 
increase as rapidly as supply, and the prices of which rink lower 
and lower in relation to production costs, is likely to be faced with 
the necessity of liquidating high-cost units. These liquidation 
processes may lead to acute conditions in geographical areas 
largely dependent upon one or two export industries, 

MEASUREMENT OF CHANGES IN TERMS OF TRADE 

Examples of Regional Difficulties Arising from Variations in 
Prices of Particular Export Commodities. — In Table 65 are 
indices of prices of sulphur and average prices of several hundred 
leading commodities at wholesale from 1900 to 1935. 

TabIiE 65. — ^Indices of Solphue Prices and ALL-coMiiODirr Prices 
IN THE United States, 1900 to 1935^ 

(Base year, 1900 equals 100) 


Year 

Indices of 
Bulphur prices 

Indices of prices 
of all commodi- 
ties 

1900 

100 

100 


104 

125 


113 

279 

■khM 

85 

162 

1935 

85 

142 


* Souece; TJ. S. Bureau of Labor Statistics, Wholesale Prices Series o/ Bulletins. See also 
Fig. 24. Cbap. XVII. 

In 1935 sulphur prices were 15 per cent lower than they had 
been in 1900, whereas theindex of all-commodity prices was 42 per 
cent higher in 1935 than it was in 1900. Prior to 1900 about 
90 per cent of the world’s supply of commercial sulphur originated 
in Sicily. After 1900 the Frasch process of extracting sulphur 
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was introduced m the United States with the result that costs and 
pnces of sulphur declined and United States sulphur producers 
forced a large part of the Sicilian sulphur-producing industry out 
of business Sicily experienced great difficulty m finding sub- 
stitute industries to employ the labor and capital utilized in sul 
phur production prior to the industry's migration to the Umted 
States Other examples of regional difficulties arising from 
declme in relative pnces of leading export commodities m \ anous 
countries are to be found m Chile, Cuba, Japan, Malay States and 
Austraha Introduction into Europe and Umted States of 
machinery for the fixation of atmospheric mtrogen dunng and 
after the World War crippled Chile’s principal export industry, 
nz , extraction of mtrates from salt mmes Dunng the last 10 or 
15 years Chile has been hard put to it to find profitable employ- 
ment for labor and capital formerly engaged m mtrates produc- 
tion While Chile suffered from loss of a large part of her export 
market for mtrates, Cuba suffered from declining sugar pnces 
Cuba’s principal industry is sugar production for export 
Between 1923 and 1933, pnces of 96-degree (centrifugal) sugar m 
New York declmed from about 7 cents a pound to a figure around 
3 cents a pound ‘ The dechne in pncw of raw sugar m Cuba was 
even greater than that for 96-degree sugar m New York. The 
declme m sugar pnces v.as so seiere that a ton of sugar bought 
less and less of the goods which Cuba ordinanly imports The 
suffenng arising from disorgamzation of her sugar mdustry has 
been so intense as to lead to a senes of pohtical rei olutions m 
Cuba In Japan, a leading mdustry is raw silk production. 
Decline in silk pnces* m relation to other commodity pnces dur- 
ing recent decades has caused hardships for Japanese silk pro- 
ducers Japanese silk groTveis ba\e been hard put to it to make a 
Irnng dunng recent decades In the Malay States, bujung power 
declined with falling prices of rubber* during the nineteen twenties 
and early mnetccn thirties Australians suffered when wool 
sJaioped is leiaties is oShstr sssixDsidfiy pnees * So it. is 
whenever any country has a large export industry tummg out 
goods the pnces of which fall m relation to pnces of import 
commodities, unless compensatmg reductions m production costs 

‘ See Fig 4, Chap XIII 

> See Fig 19 Chap XVI 

* See Fig 23, Chap XVII 

* See Fig 17, Chap XVL 
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are achieved or the country in question can readily shift its 
energies to other and more profitable industries. 

An unfavorable drift in the trading position of a one-industry 
country is not difficult to sense. When a country’s export and 
import trades are diversified, the problem of measuring changes in 
its over-all trading position is complicated, T\Tien, in addition 
to a diversity of merchandise exports and imports, infusible items, 
such as shipping services, interest on foreign loans, emigrant 
remittances and capital exports, constitute substantial items in 
payments balances, the problem of measuring trends of change in 
the gain which a country realizes from its external commerce is, to 
say the least, difficult. Bowley,^ Taussig- and other students of 
the subject have suggested two methods of approximating changes 
in a country’s barter terms of trade. One approach to the subject 
is through construction of indices of so-called gross barter terms of 
trade. Another approach to the problem is through construc- 
tion of indices of so-called net barter terms of trade. The net 
barter terms-of-trade indices are less complicated and more gen- 
erally used than the gross barter terms-of-trade indices.® 

Net Barter Terms of Trade. — ^The indices of net barter terms of 
trade are a series of ratios between average per unit prices of 
export goods and average per unit prices of import goods. An 
example is given in Table 66. 

Between 1890 and 1900 prices of merchandise imported declined 
in relation to prices of merchandise exported. Between 1900 and 
1910 a reverse movement occurred, i.e., prices of merchandise 
imported increased in relation to prices of merchandise exported. 
One cannot arbitrarily conclude that a nation’s foreign trade is 
becoming less advantageous from the mere fact that average 
prices per unit of its export goods are declining in relation to 
average prices per unit of its import goods. The decline in prices 
of export goods may be a result of cost reductions in export 
industries made possible by technological improvements. Fur- 
thermore, the composition of aggregate exports and of aggregate 

iBowlet, a. L., “Statistical Methods and the Fiscal Controversy,” 
The Economic Journal, December, 1903. See also his book, England’s 
Foreign Trade in the Nineteenth Century, 1st ed. (1893), rev. ed., George 
Allen and Unwin, Ltd., London, 1922. 

- Taussig, International Trade, Chap. XXI. 

’ For a detailed illustration of gross barter term-of-trade indices see 
Taussig, “Changes in Great Britain’s Foreign Trade Terms after 1900,” 
The Economic Journal, March, 1925, or id.. International Trade, Chap. XXI. 
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Table 66 — Net Babteb Teems or Trade of Great Britain, 1890 to 
1910* 


iear 

Import price index 
1900 equals 100‘ 
1st column 

Bxport pnee index 
1900 equals 100' 

2d column 

Net barter terms 
of trade 1st column 
divided by 2d column 
tunes 100 

1890 

107 

9o 

113 

1900 

100 

100 

100 

1910 

110 

9a 

112 


I SorscK TAnsia Th« Cbiage in Gmt BnUia ■ Fore gn Trade Ternu after 1900 
Tiu Eemomie Jovnal Marrh I92S 

Non TThen import pnees are divided br export pnree mod tbe resolta multiplied by 
100 ladieee are eeeiired wbieb decline ae tbe lerma of trade unproee. A leas eonfunng 
comparison la obtained br dividing export pneee by import pneea and Quit pljing tbs 
results br 100 In tbis ease the indices increase as tbe terms of trads improve 

imports may be changing from year to year in such a manner as to 
affect the ratios of a\ erage per umt price? without affectmg the 
diiusion of the gams from trade A shift in a country’s exports 
from a preponderance of fine goods to a preponderance of coarse 
goods might, for example, reduce tbe a\erage per umt pnces of tbe 
exports without affectmg its foreign trading advantage T^lien, 
however, the lumtations of terms^f trade mdices are recognized 
and taken mto account, such mdices are useful as a startmg pomt 
m estimatmg directions of change m a country's foreign trading 
position 

The net barter terms-of trade index as calculated in Table 66 
suggests that Bntam's foreign trade became more favorable 
between 1890 and 1900 and Icssfaiorable between 1900 and 1910 
Inasmuch as the character of British exports and imports did not 
undergo extreme modification dunng the 20 years 1890 to 1910 
and masmuch as there is no evidence of a radical change in tbe 
rate of technological improvements m British export mdustnes 
dunng this period, the evidence pomts rather defimtely to a 
worsening of Great Bntam’s foreign tradmg position dunng the 
first decade of the twentieth century Other evidences that 
pomt m the same direction are mcreased exports between 1900 
and 1910 of low-cost German steel goods for sale m competibon 
with Bntish steel exports and mereasmg vigor of Japanese- 
Bntish competition m foreign markets for textile manufactures * 

* Bntisli terms-of trade indices for postwar years are given in Cbsp 
XXXI of the present volume. 
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TRADE RESTRICTIONS 

Seldom, if ever, is a nation entirely free of measures that exercise 
some regulative effect upon its external commerce. Examples of 
trade regulations are customs tariffs, merchandise quotas, embar- 
goes, subsidies and foreign exchange controls. Tariffs are the 
most widely used and have brought forth the most discussion of 
any of these measures. Evaluation of government regulations 
over international trade involves two t3q)es of consideration. 
The first concerns the possibility of attaining certain ends by the 
use of trade restrictive de\’ices. The second deals with the 
evaluation of the desirability of these ends. Whether or not a. 
tariff or other measure is likely to raise domestic prices or stimu- 
late a specific industry are questions of the first type, the answers 
to which may be obtained by scientific or semiscientific methods. 
The question of the desirability of bringing about these or other 
ends is less capable of objective treatment. An end which may be 
highly desirable for one group or community at a particular time 
may be objectionable from the point of view of some other inter- 
est. The following discussion is concerned primarily vnth the 
probable results of trade restrictions rather than vith the right- 
ness or wrongness of these results. 

EFFECTS OF TRADE RESTRICTIONS ON PRICES 

Trade restrictions ordinarily make their effects felt through the 
medium of prices. Both the effects of particular trade restric- 
tive measures upon the prices of particular goods and their indirect 
effects upon the multitude of prices that are interdependent parts 
of the whole price system are important. An import tariff on 
wool may raise prices of men’s suits, women’s coats, underwear, 
sweaters, golf hose, blankets and rugs. The wages of workers 
employed in industries which produce the aforementioned goods 
may be altered, and their purchases modified. Demand for 
industrial goods used in wool manufacturing may be altered. 
It is impossible, even theoretically, to trace all the myriad of 
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indirect effects of a trade restnctive measure m a price system 
that IS assumed to be freelj competiti\ e The fact that the price 
sj'stem of no countrj is freely competitiv e further complicates an 
already too coraphcated problem TMio can be sure of the cor- 
rectness of any detailed analysis of causes and effects of price 
changes m a country where monopolj, partml monopoly and 
free competition are mmgled and confused? In spite of these 
difScuIties, trade rcstnctne measures are applied and evaluated 
largely on a basis of assumptions as to the manner in which they 
alter prices If we are to attempt any e\ aluation of such meas- 
ures we are obliged to state at least a fen generalizations con- 
cermng the relationship between trade restnctions and prices 
The generahzations to follow ha\e stood the tests of usage and 
theoretical analj'sis for a long tune The tendencies suggested are 
behe^ ed to be suflBciently accurate to aer\ e as a basis of judgment * 
In order to analyze the pnmaiy effects of trade restnctions on 
pnees it is necessary to consider the relationship between such 
restnctions and costs of production Import tariffs and other 
trade restnctions tend to retard temtonal specialization by 
countnes Gains that arise from temtonal speciahzation m the 
form of increased efficiency and loner cost are well known In 
the United States, for example, raw cotton could not be produced 
in New England with as little expenditure as is required for its 
production in South Carolma or Mississippi or Texas Coal 
cannot be mmed so easily where mine shafts are deep and seams 
thin as where mme shafts are shallow and seams are thick 
More labor is required to take ore for a ton of iron from the 
ground where the iron content of ore runs only 20 or 30 per cent 
* Other treatments of the subject are to be found in the following refer 
encea 

Tacssio, Some Aepecle of the Tanff, Harvard University Press, Cam 
bndge, 1915, Chap I 

Floor, A, C , pTOleeiwt and Pre/ertnhal Import Duius, 1935 ed (senes 
of reprints of source works on political economy, No 2), London School 
of Erononucs, 193o, pp 91 et 

WaiOHT, Phiup G , 5uj(w m Relation to the Tanff, McGraw-Hill Book 
Company, Inc , 1924 

Schultz, H , “Correct and Incorrect Methods of Determining the 
Effectiveness of the Tanff," /eumolsjf Farm Economic, 1933, pp 625^ 

Marshall, Alfred, "Mefftorandum on the Fiscal Policy of Inter- 
national Trade," Oficial Papers ftp Affr^ Marshall, Macmillan & Co , Ltd , 
London, 1926 
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than is required where the iron content of ore is 60 or 70 per cent 
and is easy to get at. So it is with industries all over the world ; 
labor is more productive in the aggregate, if put to its best use in 
each locality. Trade makes territorial specialization possible 
without restricting diversity of consumption in the different 
regions. Trade barriers tend either to restrict diversity of con- 
sumption or to reduce the efficiencj' of labor by forcing its employ- 
ment in industries poorl 3 ’- suited to particular regions where a 
diversity of goods is demanded for consumption. Industries 
which are least efficient in a region or country are high-cost 
industries. They are import industries if trade between countries 
is not restricted. Industries which are most efficient cannot grow ' 
so large if trade is restricted as they might grow xmder conditions 
of free trade because tariff barriers tend to reduce the size of 
export markets. 

The placing of an import tariff tends to raise prices of dutiable 
imported goods in the importing country. It tends also to reduce 
the amoimt and total value of such imports and to increase prices 
of alternative domestic goods. The magnitude of price increases 
in the protected market in relation to the magnitude of the tariff 
rate cannot be precisely determined. In the relatively rare case 
of an imported good which is completely controlled by a foreign 
monopohst the imposition of a tariff might bring about no price 
increase. The monopolist might find it more to his advantage to 
absorb the tax than to suffer the loss of sales which would foUow 
from an increase in price. A possible case at the other extreme 
might be the imposition of a prohibitive tariff on a commodity 
which had been freely imported because conditions in the import- 
ing country were distinctly unfavorable for its home production. 
In such a case the price might be raised by the full amount of the 
tax. Some important factors which determine the amount by 
which tariffs raise prices are the elasticity of the demand for the 
commodity, the nature of its cost curve, the elasticity of its 
supply and the extent to which its price maj’’ have been above a 
freely competitive level when the tariff was imposed. 

When an import tariff is placed upon a commodity which was 
not being imported an 3 T\^ay it will not affect its price. Sometimes 
such tariffs are placed on goods which are continuously exported. 
If the goods are sold under competitive conditions their prices will 
be determined in a world market and will not be changed by the 
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imposition of an import tariff m an exportmg country In case 
such goods are produced at home under monopolistic or semi 
monopolistic conditions an import tariff might enable the home 
producer to sell abroad at a pnce lower than the domestic pnce 
The tariff would present the return of the dumped goods and 
thus help to keep the home market prices abov e the foreign market 
pnces In the case of commodities sold abroad under freely 
competitive conditions an import duty will not affect home pnces 
in even this indirect fashion Sometimes commodities are not 
imported because of embargoes or already einstmg high tariffs 
Under such conditions an mcrease m the tariff rate will hav e no 
effect on the pnce 

As already stated, import tariffs tend to reduce the aggregate 
value of the tariff unposing country's merchandise imports An 
indirect effect that is likely to occur is reduction in the v alue of 
the tanff imposing country’s a^egate exports through the 
operation of payments balance mechanism How are pnces of 
the country’s merchandise exports affected if the aggregate value 
of exports is thus reduced^ This question cannot be answered m 
general terms There is no way of knowing which of a country’s 
exports vmU be lessened by reason of the imposition of import 
duties Suppose, /or example, that the Umted States were to 
impose such heavy duties on the importation of certam French 
products that their importation practically ceased It is highly 
probable that Frenchmen would then be unable to contmue the 
purchase of certain Amencan products, which would result m the 
diminution of our exports of those products It seems reasonable 
to suppose that this decrease m demand for Amencan products 
might result in a lower pnce Before coming to final conclusions, 
however, consideration must be given to many factors such as the 
nature of the cost curves, elasticity of demand and size of world 
market for the goods m question m relation to the volume of 
imports of such goods by the tanff imposmg country 

Whenever a country reduces its imports by means of a tariff 
some other country or countnes necessanly suffer a reduction of 
exports The general effect of this dimmution in export is a 
tendency for pnces of export goods in the exportmg countnes to 
be reduced The precise effect will depend upon cost conditions 
m the export mdustnes m qu^tion the availabiUty of alternative 
markets, elasticity of demand for the product and the amount of 
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rigidity or flexibility that exists in the exporting country’s 
industrial structure. 

Trade restrictions other than tariffs may also bring about price 
changes in the countries concerned. Exact determination of the 
amount and nature of such price changes can be made, if at all, 
only by detailed analyses of specific situations. A feu general 
tendencies are evident. Merchandise quotas, foreign exchange 
restrictions and other measures that limi t imports tend to affect 
prices in much the same manner as they are affected by import 
tariffs. Measures that directly restrict exports (exjjort quotas 
and export tariffs, for example) tend to raise prices in foreign 
markets. Export bounties tend to louer prices in foreign mar- 
kets; they may or may not raise domestic prices, depending upon 
whether the commodity is produced under conditions of increas- 
ing or decreasing costs and the character of its demand, hlonop- 
oly dumping ordinarily tends to reduce foreign prices of the 
dumped goods; their domestic prices may be maintained or even 
increased. 

MEANING OF THE TERMS PROTECTIVE AND FREE-TRADE 

POLICIES 

In general, the nation which maintains a system of trade restric- 
tions for the purpose of shielding a large portion of its domestic 
industry from the competition of foreign goods is described as a 
country with a protective policy. The nation that does not main- 
tain a system of trade restrictions sufiicient to protect domestic 
industries and that does not pay export subsidies or manipulate 
foreign exchange rates for the purpose of favoring domestic 
industries is commonly referred to as a free-trade country. At 
the present time no important industrial nation in the world 
maintains a free-trade policy. Great Britain’s external trading 
system during the last half of the nineteenth century came nearer 
to being on a free-trade basis than that of any other important 
nation at the time or since. 

BRIEF SURVEY OF CUSTOMS TARIFF SYSTEMS 

Great Britain. — ^A low-tariff policy prevailed in the United^ 
Kingdom from about the middle of the nineteenth centurj’- to the 
beginning of the World War. British free-trade doctrine was 
expounded in Chaps. IX and X of the present volume. It will 
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suffice to recall here the removal of the com la^s between 1840 
and 1860 and the vigorous advocacy by the Bntish of world-wide 
remo^ al of trade bamers on the grounds that free trade would 
promote a sjstem of territorial dinsion of labor which in turn 
vould tend to maximize industrial efficiency m every nation that 
participated therem Since the World War the Umted ICingdom, 
hke every other mdependent state, has resorted to the expediencj 
of mcreasing the number and seventy of her trade restnctions 
Reasons for the postwar change m Bntish pohcy are anal} zed in 
Chap XXXI 

France — France had a protective system of tariffs when the 
World War broke out Since the War protection m France has 
mcreased For a tune after 1860 French tariff pohcy followed 
that of Great Britain' but after about a decade of low tariffs 
between the eighteen sixties and eighteen seventies French 
sentiment returned strongly to protection / By 1877 the demand 
for protection was so vociferous that a commission was appomted 
to analyze the reasons for decay of French trade The commis- 
sion reported that in a number of trades production costs could 
not be brought down to the level of Bntish competition and 
recommended compensatory duties Among the industnes for 
which protection was urged were the iron industry and agncul- 
ture, which was faced with the competition of low-cost w heat from 
Amenca Few important upward rcvnsions in the tariff were 
made immediately However, tariff sentiment continued to grow 
until 1892, when the Meline tariff act was passed placing high 
duties both on agncultural and mdustnal goods The tendency 
to revTse tariffs upward has contmued smee that time 

Russia — Prior to the recent revolution, the people of Russia 
had been subjected for hundreds of years to the joint mfluence of 
western Europe and the Orient l^fore 1700 Russia was more 
largely Asiatic, after 1700 she gradually became Europeamzed 

^In I860 a treaty was negotiated between France and England (Chevalier 
on the French aide and Cobdeo on the English side) providing /or reduction 
of duties on English goods imported by France to 30 per cent as a maximum 
until 1864 and 24 per cent there^er Other measures reducing trade 
' restrictions followed TanSs on coal and raw materials were removed 
between 1860 and 1863, agncultural protection was done away with between 
1861 and 1863 In 1861 duties were lowered on ships constructed abroad, 
already in I860 all preferences given to French ships over foreign ships 
had been abolished 
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Peter the Great is said to have forced Russia to look ■R’est instead 
of east. With her large area, lacking in transportation facilities, 
and her Asiatic traditions, Russia failed to progress industrially 
during the nineteenth century as rapidly as did Great Britain, 
Germany or France, throughout the whole period from 1800 
to 1914: Russia maintained a system of trade restrictions^- The 
national policy was a mixture of mercantUism, to bring in the 
bullion needed in the evolution of a money economy in the early 
decades of the nineteenth centurj’-, with protection to secure 
revenue and to shield infant industries. As in Germany and 
France there was some relaxation of import tariff duties in Russia 
for a period of two decades or more after 1850 with reversion 
to more rigorous protection before the end of the century and 
maintenance of a protecth’e policy until the World War and the 
Russian Revolution. The foreign trading poUcy of Communist 
Russia is treated in Chap. XXXVI of the present voliune. 

Italy. — Italy’s tariff policy prior to the World War was essen- 
tially one of internal free trade to promote national solidarity 
and import tariffs on manufactured goods to foster development 
of manufacturing industries at home. As late as the eighteen 
sixties the Italian peninsula had been dixdded into a number of 
independent states separated one from another by customs 
barriers. In the north, Austria exercised a controlling influence. 
In the south were papal states and other independent kingdoms. 
Political uniflcation of Italy and internal free commerce followed 
the war between Prussia and Austria in 1866. After her unifica- 
tion, Italy’s external commerce increased, but, unlike Germany 
and Great Britain, she had no rich coal and iron mines around 
which to build a system of low-cost power-machinery manufac- 
turing. In 1913 Italy’s production of pig iron was onl 3 ’' 426,000 
tons as compared with 10,260,000 tons in Great Britain, 19,000,- 
000 tons in Germany and 5,126,000 tons in France.^ Likewise 
Italy’s textile industry was smaller than that of France, German^'- 
or Great Britain. Because of a dearth of fuel and fabricating 
materials such manufacturing as Italy had was built upon a 
foundation of low-wage labor. For man}'- decades Italj'' has had 
a protective tariff system but in the absence of basic resources 
she has not succeeded in stimulating development of industries 

^ Commerce Yearbook of the United States, 1929, U. S. Department of 
Commerce, Vol. II, p. 729. The figures are for prewar territories. 
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capable of raising standards of living of the Italian people to a 
par with living standards of the French, German or Bntish 

Japan — ^Pnor to the World War Japan had not enjoyed tariff 
autonomy for a sufficient period of time to enable her to formulate 
a clearly defined tariff policy The treaty of 1858 with the 
Umted States hmited Japanese import duties to a low rate 5 per 
cent ad \aIorem was the typical figure Dunng the next half 
century treaty agreements were modified from time to time In 
1894 a treaty was concluded with Great Bntain w hich gave Japan 
the nght to fix her own imiiort duties Similar treaties with other 
powers followed Complete tariff autonomy was not obtamed 
until 1911 Japan’s postwar tariff policy is discussed m Chap 
XXXV of this volume 

Umted States — ^The external commerce and the tariff history 
of the Umted States are examined in Part VIII of the present 
volume At this point we need gne only a few summary state- 
ments to indicate dommant tendencies m the Umted States for 
comparison with prewar tariff tendencies m Europe Following 
m general the precepts of Hamilton and List, the United States 
erected a system of tariff protection for manufacturing early in 
the nineteenth century Starting at the end of the eighteenth 
century as one of the world’s principal sources of supply of raw 
cotton, tobacco, timber, foodstuffs and other raw materials and 
an importer of European manufactures, this country adopted 
improved European methods, borrowed capital from Europe and 
built large domestic manufacturing industries '-tariffs for 
revenue w ere imposed m 1790 by the first Congress The removal 
of the embargoes mcident to the Napoleomc Wars m Europe was 
followed by increasmg shipments of European goods to this 
country In the face of these increa''mg imports United States 
tariffs were substantially increased m 1816 | Although there have 
been marked xanations m individual tariff acts the general trend 
of tariff rates m this country has been upward ever since 

Canada and Australia — ^Protection of the home market m 
Canada followed the shift to a free-trade pobey m Great Bntam 
in the eighteen forties and loss to Canada of heavy preferences 
for her raw matenals m markets of the Umted Kmgdom The 
Eommioa of Canada came into being in 1S67 Political leaders 
m Canada m the eighteen sixties dreamed of a nation mdependent 
mdustnally, and the national policy became highly protectionist 
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Political and financial forces worked in Canada in Sir John A. 
Macdonald’s day similar to those which had worked in the United 
States in the time of Alexander Hamilton. Liberal parties later 
came into power m Canada on free-trade platforms but the diffi- 
culties and political dangers of extreme tariff reduction were 
great. Consequently, the World War found the Canadians mth 
a protective tariff system comprising rates not so high as those 
of the Uruted States, but effective, nevertheless, in accelerating 
transition of the young nation from a predominantly agricultural 
to a predominantly manufacturing state. ^ Protection has been 
maintained in Canada since the War. . 

Australia, like the United States, Canada and many other 
young nations, made use of protective tariffs to foster nationalism 
and to accelerate the growth of manufacturing. Australia’s 
separate states became in 1900 a commonwealth vith a federal 
parliament composed of representatives from the state parlia- 
ments. The constitution pro\dded for a federal tariff system 
with rebates to the states of three-fourths of the revenue. Many 
of the colonial tariffs had been protective, and protectionists 
clamored for a self-contained, self-supporting, nicely balanced, 
industrial nation. The first federal tariff in 1902 was a disap- 
pointment to many of the old guard because it was a compromise 
between the ideals of tariffs for revenue and tariffs for protection. 
However, protectionism fed upon itself and grew. Before the 
outbreak of the World War the rates of the 1902 tariff had been 
nearly doubled and the free list had been reduced. Since the 
War Australian tariffs have been raised stfil further.- 

Germany. — In Chap. XI reference was made to the ZoUverein 
and to the development of Friedrich List’s doctrine of national 
protection. During the eighteen fifties and the eighteen sixties 
the ZoUverein’s tariff policy was influenced by British and French 
tariff treaties; this was a period of downward tariff trends all 
over Europe. Germany, like most of the other Continental 
countries, was swept in the direction of international free trade 
by a movement which started in England and was strengthened 

'Beveridge, Albert J., "Canada’s Tariff Policy,” American Review of 
Reviews, June, 1911. 

* For a discussion of Australian tariff historj', see Shann, Edward, An 
Economic History of Australia, The University Press, Cambridge, England, 
1930. 
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by general recognition of the advantages of free internal com- 
merce In 1873 Germany had no primarily protective agn- 
cultural tariffs, all her export duties inherited from the mercantile 
period had been abohshed, in fact, excepting small duties on 
textiles, Germanj had nommal revenue tariffs only m 1873 
Before the decade had come to a close, however, the "free-trade” 
tendency was definitely reversed During the last two decades 
of the mneteenth century List’s doctrme of mternal free trade 
and external protection prevailed m the German Empire In 
Germany, as m France, the difficulty of meetmg the low-cost com- 
petition of British manufactures and American gram strength- 
ened a nsmg protectionist group Tariffs, both on manufactured 
goods and on agricultural products, were increased from time to 
time between 1873 and 1900 The years 1900 to 1913 marked a 
period of expansion m German commerce, tanff policy m Ger- 
many at this time appeared to be in a transition state This 
subject IS discussed further m the section to follow Smce the 
World War Germany has reverted to a pohcy of extreme pro- 
tectionism (see Chap XXXIU) 

THE AGRARIAN VZRStTS MANUFACTURING STATE CONTROVERSY 
In Great Bntam and Germany the «hift from a predommantly 
agricultural state to a prcdominaotb manufacturmg state was 
marked by pohcies which had far-reaching effects upon world 
economy The Bntisfa Cora Law controversy of the eighteen 
forties, Bntam’s acceptance of a free-trade pohcy and world-wide 
expansion of British commerce durmg the last half of the nme- 
teenth century have already been discussed * The Agrarian 
versus Manufacturing State controverey m Germany at the 
beginning of the twentieth century was m man> respects a repeti- 
tion of the Com Law controversj m Great Britain half a century 
earher The issues raised m the British Corn Law controversy 
and the German Agranan versus hlanufacturmg State con 
trov ersy are of jiarticular sigraficance at the _present tune because 
the Umted States is faced m the nineteen thirties with somewhat 
similar issues 

By the be ginnin g of the twentieth century the German iron and 
steel mdustry and related mdustnes were m position to compete 
successfully m foreign markets Certam of these groups swung 

1 Chaps IX, X. 
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over to a free-trade point of view. The English controversy 
which had occurred half to three-quarters of a centurj’’ earlier 
was reenacted in twentieth century Germany in many of its more 
important aspects. German manufacturers could not, however, 
invade the world’s markets for manufactured goods with as little 
opposition as the British had experienced because the British 
were already there. Political arguments in Germany centering 
about tariff policy suggest the gravity of the struggle between 
British and German manufacturers that was pending at the 
beginning of the twentieth century. One party in Germany 
feared the consequences of a trade war with Great Britain; 
another major party advocated a policy of mgorous external 
expansion at aU costs. The controversy was popularly referred 
to as the question of an "Agrarian versus Manufacturing State.” 
Was an economic system to be developed in Germany that would 
require ever-expanding markets for manufactured goods and was 
a constantly increasing portion of the country’s needs for food- 
stuffs and raw materials to be obtained from less densely popu- 
lated foreign countries or was Germany to remain essentially 
self-sufficient? Adolf Wagner,^ an opponent of the so-called 
manufacturing state, hesitated to sanction a low-tariff policy 
for encouraging exports of manufactures and imports of food- 
stuffs and fabricatmg materials, for four reasons. In the first 
place he argued that the change in national life incident to free 
trade would be too precipitately, too immoderately carried out 
for a wholesome development of German national life. He 
foresaw a too-rapid increase in population, a too-rapid shift of 
rural folk to urban communities; a crowding together of agglom- 
erations of people in industrial and mining regions; an undermin- 
ing of the health and mgor of the population and a destruction 
of certain higher social values in ruthless pursuit of material gain. 
In the second place, he feared shortage and intermittent supply of 
foreign-produced foodstuffs and possible embarrassment for a 
dependent Germany in time of war. In the third place, Wagner 
feared that ruthless competition for markets on the part of Ger- 
many, Great Britain, France, United States and possibly other 
nations would lead to an unwholesome tjqje of imperialism in 

iWagnek, AnoiiF, Agrar- und Industrieslaai, 2d ed., G. Fischer, Jena, 
1902. See Taussig, Selected Readings in Iniemaiional Trade and Tariff 
Problems, Ginn & Company, Boston, 1921, for translated passages. 
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mdustnally backward regions and possibly to war between the 
industrialized Datious Finally Wagner professed to foresee a 
day when Asiatics with their cheap labor and imported Western 
methods would be able to undersell Western manufacturers m 
the world’s markets for manufactured goods and thus would 
create confusion m all the highly mdustnahzed nations of Europe 
which were dependent upon foreign markets Wagner was a 
forerunner of twentieth century “economic planners ” His 
recommendations were that Germany should sacrifice, if neces- 
sary, some part of the immediate economic gams which the 
“cheap recipe of latssez fatre" might provide, m order to insure 
a greater measure of future economic stability, national security 
and peace 

Among the stanch advocates of the so-called manufacturmg 
state was one Lujo Brentano ' He attnbuted the transition in 
Germany from the predominantly agricultural state to the 
predominantly manufacturing state to operation of the law of 
dmumshing returns A growing population in Germany, be 
argued, could be supplied with German-produced foodstuffs only 
at greater expense than hitherto, ivbereas manufacturing, being 
more dependent than agnculture upon large accumulations of 
man made capital, could better accommodate a growing popu- 
lation Brentano was not fearful of the dangers to national 
security and well-bemg which might lurk m the path of a pre- 
dommantly industnal state Preventive measures, he argued, 
such as protective labor l^islation, bousing reform and other 
safeguards of personal hygiene, could take care of the physical 
health of the nation's population Fears of inadequacy of the 
supply of foreign-produced foodstuffs he beheved to be irrational 
illusions because the sources of supply would be numerous and 
diversified Exclusion of certain German manufactures from 
foreign markets by tariffs and domestic competition was recog- 
mzed as a possibility but not one to be seriously concerned about 
so long as German industnal organization remained mobile and 
flexible Brentano did not question the agranan argument that 
free trade and external expansion might lead to a ruthless pohey 

5 Beentaxo, Lujo The Sehre^m des ubenmtgenden Indutlrteslaals, 
1901 See Taussig Stleeied Readings »» InUnuxtiondl Trade and Tariff 
Problcmt, Gum & Company, Boston, 1921, for translation of selected 
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resulting in conflicts between nations in the interests of securing 
markets. But, he queried, should that be a deterrent, now that 
the German nation, which had been handicapped by political 
disunity during the parceling out of the world in the rdneteenth 
and earlier centuries, was in position to profit by the political 
power for which she had yearned for a century? The ansvs^er 
was to the effect that faintheartedness should not deter Germany 
from taking her place in the sun because “We Germans fear 
God — and nothing else.” Brentano then went on to show that 
an industrialized nation A\ith a large population and mechanical 
contrivances was much stronger from a military point of ^^ew 
than a predominantly agrarian state. 

The industrialists gained their ends in the Agrarian versus 
Manufacturing State controversy to the extent that agricultural 
tariffs were not increased and manufacturing continued its rapid 
development between 1900 and 1914:. Principles embodied in 
the tariff act of 1902 were exemption of raw materials not pro- 
duced in Germany and maintenance of moderate protection for 
agriculture and manufacturing. The 1902 tariff act refused, on 
the one hand, to sacrifice agriculture by removing the agricultural 
duties and, on the other hand, to build up agriculture at the 
expense of manxifacturing by raising the agricultural tariffs. It 
was definitely a compromise. 

OTHER ARGUMENTS FOR CUSTOMS TARIFFS 

Tariffs for Revenue. — Revenue duties are for the primary pur- 
pose of pro^dding income to defra 3 ’' state expenses. They repre- 
sent a particular type of taxation. If the goods subject to an 
import duty cannot be produced at home or if home production 
bears a tax comparable with the import duty, revenue tariffs 
do not discriminate in favor of home industry. The import tariff 
system which affords a maximum of state revenue is incompatible 
with a system of import tariffs for the primary purpose of pro- 
tecting home industry. Maximum protection of home industry 
is afforded by tariffs high enough to exclude foreign goods. In 
this case no revenue is collected on imports because there are no 
imports. Arguments in favor of import tariffs for purposes of 
raising state revenue involve the whole theory of taxation and 
public finance. Their evaluation will not be attempted in this 
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volume We maj in passing howe\er, call attention to the 
fact that income and inheritance taxes have become an increas- 
inglj important source of state income dunng recent decades 
Whereas re\enuo derived from import duties vas a pnnapal 
source of state income in manj countries a century ago, to^y 
reienue from import duties constitutes a relatively small pro* 
portion of the aggregate state income of the great industrial and 
commercial nations of the irorld 

Tanfis to Accelerate Introduction of Improved Methods of 
Production — Superior effiaeocy of one country over another m a 
particular branch of production may arise only from having an 
earlier start As an industry grows, skill and experience are 
acquired m it A country that has this skill and experience yet 
to acquire and that in other respects isneil «uited to a particular 
industry’s deielopment may 6nd tariff protection to be a con- 
venient means of initiatmg the mdu«try and of fostering its early 
growth Alexander Hamilton m his Report on ^/anu/odur«, 
and Fnednch List, m his National System of Pohlteal Economy, 
developed what is commonly known as the Infant Industry 
argument for protective tariffs Basically the idea of these two 
men was to use tariffs for the purpose of accelerating the dev elojv 
ment of improved methods of production in industrially backward 
countries The subject has b^n discussed at length m Chap XI 
of the present volume Last’s idea was that infant-industry 
tanffs should be impo‘’ed only for a temporary period and that 
they should be removed when the protected mdu'tnes had had 
ample opportumtj to overcome the disadvantage of a late start 
in the employmient of improved methods The logic of the 
Infant Industry argument is accepted by many free-trade econo- 
mists John Stuart Mill* and F W Taussig,* for example The 
pnncipal objections to an infant-mdustry tariff are (1) it is v cry 
dif&cult to know in particular cases which of the potentially 
low-cost industries will not develop rapidly without protection 
and (2) infant industry tanffs once established are very difficult 
to get nd of Under protection, weak concerns develop along 
with strong concerns Weak concerns which could not exist 

^ \liLL, PrinetpUs of Polilteal EeoTumff Ashley ed.,p 922 

*Tacssig, Sojne AspecU the Tariff Question Uanard University Press 
Cambndge, 1915 Chap II and Free Trade the Tariff and Reaprocity, The 
Macmillan Company, New 1 oA, 1927, pp 16 ff 
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without protective tariffs oppose tariff removal. Strong con- 
cerns which enjoy wide margins of profit because of the tariffs 
are also opposed to their removal. Many students of the subject 
take a position that if and when subsidization of infant industries 
is necessary, a direct subsidy is preferable to an indirect tariff 
subsidy. Direct subsidization may be preferable to indirect 
tariff subsidization in a wealthy country with a strong central 
government and adequate sources of state revenue, while it would 
be impracticable elsewhere. 

Tariffs as a Means of Improving a Country’s Terms of Trade. — 
Tariffs have sometimes been advocated as a means of impro'vdng a 
coimtry’s terms of trade — ^that is, increasing the prices of its 
exports in relation to the prices of its imports. This would 
enable a country to buy a larger quantity of foreign goods with 
its exports than had been possible before the terms of trade were 
improved. The effect of an import duty upon the terms of trade 
of the country that imposes 'it depends upon whether domestic 
consumers of imported goods or foreign producers of such goods 
ultimately bear the burden of the tax. This is a question of the 
incidence of an indirect tax, a question which in most cases cannot 
be answered unequivocally. It is generally believed, however, 
that in most cases some or aU of the tax is borne bj’’ the domestic 
consumer of the imported product. Under such conditions it 
is ob\dous that a tariff could not improve a country’s terms of 
trade. In some cases, no doubt, foreign producers bear all or a 
large portion of an import tax burden. This is likely to be true 
if the foreign producer enjoys a monopoly profit from sales of the 
product taxed. It may be true also if the product is produced 
under conditions of decreasing costs and the producer has access ■ 
to no other market that will absorb the taxed portion of his out- 
put unless prices are reduced by an amount substantially more 
than the tax. Even in cases where foreign producers bear the 
f ull burden of import tariffs on particular commodities, the 
ultimate effect upon the tariff-imposing country’s terms of trade, 
when all articles of import and export are taken into account, is 
indeterminate. The fact that the foreign producers bear the 
burden of the tax may, for example, cause them to purchase less 
goods from exporters of the tax-imposing coimtry, causing a 
substantial decline in the prices of such goods and thus reducing 
the net advantage to the tariff-imposing country. In general 
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a pobcy of tariff imposition for the purpose of mipro\TQg terms 
of trade is extremelj hazardous m final effect 

Barg ainin g Tariffs — Bargaining or retaliatory tariffs are based 
on the idea that a free-trade country is m a weak bargaining 
position from the pomt of new of mtemational tariff adjustments 
because it has no concessions to offer In general, students of 
tariff historj take the position that the country with high tariffs 
may imtiate a general mo\enient toward lower tariffs by reducmg 
its own (as illustrated in the middle of the last century, when 
Great Bntam shifted from a protectionist policy to a free-trade 
pohcy) but that a retaliatory raising of tariffs tends to cause 
tariffs m all countries to be raised 

Tariffs to Equalize Production Costs — ^The notion xmderlying 
fan^a to equalize production costs is that of enabling domestic 
producers to compete on e\ en terms with foreign producers The 
theory is to determine monej costs of producing a commodity 
at home and abroad and to adjust tanff rates in such manner as 
to prei ent the foreign good from entering the domestic market 
for sale at pnces less than domestic costs of producmg it The 
equah2ation-of-co«ts conception of tanff making bnstles with 
difficulties In the first place, costs of producing particular goods 
at home and abroad are difficult to secure accurately and on a 
comparable basis Neither domestic nor foreign concerns give 
their cost data freely accountmg methods of different firms are 
frequently dissimilar m important respects, and cost of produc- 
tion calculations for particular items m nearly all cases are sub- 
ject to arbitrary apportionment of overhead expenses In the 
second place, co‘«ts of production >813 considerably as between 
different domestic compames Shall cost figures employed for 
tanff makmg be tho«e of low-cost firms, high-cost firms, or firms 
with mtermediate costs? If the last, how are such firms to 
be "elected? E^en if accurate costa could be secured, the 
theory would not work satisfactorily because it is fundamentally 
unsound International trade is primarily a result of differences 
m money co"ta of producing goods at home and abroad * If this 

> This statement IS cot m conflict vith the idea that marginal money costs 
of goods in freely tradmg countries tend toward near equality The low 
cost country ma> produce a relatively large \ olume of the good m question 
the high-cost country a relativdy small volume, as m the United States- 
Bntish wheat illustration. 
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difference is equalized by tariffs, international trade -will dis- 
appear. In spite of these and other difficulties involved in using 
differences in costs of production as a scientific basis for tariff 
making, cost data serve a great many practical uses in the expedi- 
ent construction of tariff schedules. They mdicate roughly 
whether a particular schedule of rates is likely to act as an 
embargo. They indicate roughly the e.xtent of liquidation that 
might follow removal of particular tariff schedules, and they 
suggest the extent to which particular rates and schedules sen-e 
to foster monopoly profits. Comparative money-cost-of-produc- 
tion data, such as they are, ser\’-e to assist legislators to a more 
realistic sense of proportions in tariff matters than would prevail 
in the absence of cost calculations. 

Tariffs to Prevent Unemplosunent and an Undermining of 
Living Standards.— The arguments for tariffs to prevent unem- 
ployment and an undermining of livdng standards may be divided 
into two groups. First, there are emergency arguments for 
tariffs to prevent or diminish the effects of a temporary crisis due 
to cyclical depression or some such cause as exchange deprecia- 
tion on the part of a foreign countrj’-, or sporadic merchandise 
dumping^ on the part of a foreign country. Among the difficul- 
ties of employing general tariff measures for emergencj' purposes 
are (1) the fact that much of the damage may have occurred 
before the tariff can be brought into effect, and (2) the political 
difficulty of removing an emergency tariff once it has become 
effective. The imposition of a tariff to reduce cychcal unemploy- 
ment does not contribute to a removal of the fundamental causes 
of maladjustment in world economy. It merely tends to transfer 
the burden of adjustment from one country to another in so far 
as it is effective in reducing unemplo 3 Tnent in the tariff-imposing 
country. In view of this fact, imposition of a tariff to reduce 
xmemployment in one country is hkely to lead to similar measures 
in other countries -nfith the result that, in last analysis, no country 
benefits by the procedure, except possibly for a very short 
period. 

> Merchandise dumping is the sale of goods abroad at prices below those 
which prevail in the domestic market. A countrj- dislikes to have goods 
dumped in its domestic market by foreign producers because of the unset^ 
tling effect which the practice has upon domestic business activity. This is 
particularly true if the dumping is sporadic. 



372 


TRADE PRACTICES A\D PRIlkCIPLES 


Second, there are the arguments for tariffs to prevent a general 
long run undermining of wages and Imng <5tandards in a high- 
wage countrj as a result of the competition of low-wage countries. 
Tbe«e arguments are refuted by the pnnciple of comparative 
costs (see Chaps I'V, X, and XX1\' of this v olume) However, 
the pnnciple of comparatn e costs asmmes high degrees of mobil- 
ity of labor and capital withm national boundanes In point of 
fact, labor is not highly mobile and investments m fixed capital 
equipment are not highly mobile Because of these facts, there 
are grounds for maintenance of tariffs already m existence or 
possiblj, m «ome cases, for the imposition of new tariffs to 
minimize the confusion incident to transition from one type of 
industrial structure to another as a result of foreign competition 
In such cases, tariffs may serve to ease the transition by prolong- 
mg it*! penod It is very difficult m a democratic state, however, 
to administer a tariff policy m such a manner as to ease a transi- 
tion from one tj^pe of industnal structure to another without 
gomg to extremes of protection designed to prevent the change 
from occumng 

Tariffs to Shield a National Economy from BisniphTe Znflu* 
ences Abroad — >No general answer can be giv en to the question as 
to whether or not tariffs ‘terve the purpose of shielding a national 
economy from disruptive influences abroad, thus contributing to 
an increase m the country's national income Reasons for lack of 
a general ansner are (bat circumstances vary from country to 
country and from time to tune and that in any case three unmeas- 
ured imponderables are involved In the first place, the amount 
of the gain from free trade and consequent territorial division of 
labor 13 unknown In the *jecoDd place, the amount of loss 
incident to economic mstabibty is not subject to precise measure- 
ment In the third place, the extent to which tariffs m a partic- 
ular case might reduce economic instability is an uncertainty 
This argument would apply most logicallj to one-mdustrj coun- 
tnos — Cuba, for example — ^which have potentiahtics for the 
dev elopment of other profitable industries Here the argument is 
one of industnal dn ersification which becomes confu'sed with the 
Hamilton Li t idea of tariffs to accelerate the introduction of 
improved methods m backward industnes 'W’bether in indus- 
tnallj diversified countnes there are greater or less degrees of 
economic stability mcident to protection or nonprotection, short 
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of autarchy, is a business-cycle question that has not been 
answered to the satisfaction of all informed students. The 
mere fact that countries which have protective systems are sub- 
ject to the ups and downs of the business cycle is no answer to a 
question that is concerned primarily with causes of cyclical 
variations. 

Tariffs to Stimulate an Inflow of Capital. — In recent years the 
fact that branch foreign plants have been established in countries 
that have raised their restrictive trade barriers has gained wide- 
spread attention. Trade restrictions have been cited as a means 
of attracting foreign capital to a country. In one sense this 
phenomenon is nothing more than a shift in a country’s available 
(owned and borrowable) means of production from one industry 
to another. If Italy, for example, is favorably circumstanced 
from the point of ^dew of enlarging her textile industry and her 
textile exports she can borrow capital for that pmpose. If 
instead of enlar^ng her textile industiy she places a tariff on 
automobiles, thus reducing both imports and exports, the textile 
industry may not expand so much as it other^Tise would expand, 
and a domestic automobile industry may spiing up. The auto- 
mobile industry may be manned with foreign managers and 
financed vdth foreign capital. The initial effect of the tariff may 
be to increase capital imports. If, as a residt, a part of the comr- 
try’s export market for textiles disappears, more or less fixed 
equipment in the textile industry becomes v.'orthless and useless 
except as junk.^ This might nullify the advantage of the capital 
import. 

‘ The question of tariflFs to stimulate capital imports invariably raises the 
long-persisting controversj' as to whether capital exports do not, in the long 
run, injure the exporting countrj'. The answer is brief and in three parts. 
In the first place, capital exports to a region of relatively high productive 
possibilities tend to increase aggregate world production of goods and to 
enlarge the aggregate world market in which the capital-exporting country 
shares. If its industrial structure is sufficient!}’ flexible the capital-exporting 
countiy enjoys a gain. In the second place, if the countr}’ which imports the 
capital in good faith later expropriates it,- the countr}’ of origin takes a loss. 
In the third place, an embargo on capital exports placed by a country whose 
loans normally exceed its borrowings would tend to reduce the countr}'’s 
aggregate national income and at the same time to divert a larger proportion 
of the national income to laboring classes. Either rates of return to capital 
would fall in relation to real wages or the countiy’s savings would shrink or 
some combination of these two phenomena would occur. 



374 


TRADE PRACTICES AhD PRINCIPLES 


Tanffs to Foster Indnstnes Deemed Hecessaiy to National 
Defense — Among the tariff arguments which cannot be e\ aluated 
with accuracj against the maxtmtzalton of nalional tncome 
cntenon i» that for fostenng certam mdustnes deemed necessary 
to national defense Some mdustnes may appear to be more 
necessary to national defense than others Examples are mum 
tions making and production of related chemicals Tanffs may 
be lened for the purpose of favoring such mdustnes The topic 
is mvoKed and controversial because circumstances of national 
defense differ from country to country After the World War 
the United lingdom apphed preferential tariff rates to scientific 
instruments on the grounds that they were “key industry” 
products for which Great Bntam had been too dependent upon 
Germany The “key industry” idea is not a very satisfactory 
basis for tariff makmg because almost every industry is more or 
less essential for national defense No \ ery clear cntena exist 
for the selection of mdustnes that are most essential m tune of 
war Even if a rough and ready selection of mdustnes that 
desen e special assistance on national defense groxmds is possible, 
the question is open as to whether tariff subsidization is the most 
effective kmd of encouragement for them Possibly direct 
subs dization through grants m aid would sen e the desired ends 
more effectively than mdirect tariff subsidization 

Exclusion of Harmful Goods — Nearly every nation excludes 
certam foreign goods deemed detrimental to its welfare Diseased 
hvestock and plants, opium and other narcotics and lascivious 
hterature are examples of goods that are mcluded m this category 
by some countnes Begulations to exclude undesirable goods 
may be mcorporated m general tariff legislation or they may be 
covered by mdependent and specific acts In any event, the 
cntenon upon which a judgment for or against such measures is 
formed is not primarily economic 

A COHTOSIOW OT MOTIVXS 

Much of the argument and misunderstandmg concermng tariff 
theory and pohcy arise from a confu*5ion of motiv es The primary 
and fundamental objective of the free-trade argument is maxi 
mization of national income m the long run more or less regardless 
of the division of that income among geographical regions vnthm 
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the nation, among industries or among population groups^ •R'ithin 
the nation. Some tariff argument-s are concerned primarily with 
maximization of national income, others are concerned primarily 
with the distribution of the national income whether the aggregate 
income be greater or less as a result of the imposition of tariffs. 
Still other tariff arguments are concerned more with noneconomic 
motives than with economic motives. Motive in some cases is 
the fundamental difference between free-trade and protectionist 
points of view and theories. Another difference turns upon the 
time element. In the Agrarian versus Manufacturing State 
controversy, for example, Wagner argued to the effect that 
Germany shoxild forego the immediate economic gains of what he 
believed to be a too-rapid process of industrialization in order to 
avoid, among other things, the possible necessity of costly rear- 
rangement of the industrial structure of a highly industrialized 
Germany sometime in the distant future. The merits of the 
protectionist policy advocated by Wagner cannot be evaluated 
accurately if the sole criterion is maximization of Germany’s 
national income in the short-riin future after 1900. Among the 
other tariff arguments that turn upon the question of time are 
those of Hamilton and List and those which advocate tariffs 
as a means of lessening the difficulties of transition from one state 
of equilibrium to another. 

The real objectives of tariff arguments are sometimes extremely 
obscure. This statement is particularly true of arguments involv- 
ing industrial or geographical redistribution of income. No one 
■^vill contend that tariffs may not in some instances minimize 
unemployment or increase employment in a particular industry. 
The free trader’s argument is that an increase in employment in 
one industry, secured by the imposition of tariffs, may result in 
unemployment in some other industry, with a result that for the 
country as a whole there is no net increase in employment. 
Similarly, imposition of a tariff may prevent investment losses in 
a particular industry as distinct from capital equipment losses 

* The available evidence indicates that free trade, where practiced, has 
not reduced labor’s share of the national income. In so far as free trade 
has increased the aggregate income labor has profited by having no less a 
share of a larger total. This does not mean that certain tj^pes of restrictive 
measures might not enlarge labor’s share of the national income not neces- 
sarily so large a national income, however, as might be realized imder free- 
trade conditions. 
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for the country as a whole Growth of forcjgn competition m a 
particular industry or remonil of the tariff protection enjoyed 
by a particular indii-tr\, may result in reducing the \alue of 
fixed equipment in that mdu«trj m particular countncs to lero 
Howci cr so long as the phj-sical capital remains m u«e there is no 
loss of capital equipment to the national economy, but only finan 
cial losses to particular investor* The capital continues in use 
«o long as the ®ales pnees of the goods produced exceed cash out- 
lays mcident to their production, no account being taken of 
interest or depreciation charges on the fixed equipment It is 
quite natural that investors in a weak industrv should organize 
lobbies for the support of tariffs to fore-tall personal losses It 
is equallj clear that their mterc<t is a personal interest as dis- 
tinct from a general national interest The interest of tbepniate 
profit seeker and that of the nation as a whole are not alwaj-s 
identical It is true that if pnce>. of the products of a particular 
industry «ink low enough, the fixed capital ma> go out of u«c and 
he idle This is a national loss only in *0 far as it represents 
misdirection m capita! expenditures at some earlier period The 
fact that the capital equipment remains unused signifies that it 
has no \alue Du u«c of capital equipment that has no 'value is 
not a loss from a national pomt of new Honei er, the soundness 
of arguments for tariffs to prevent los:?es on fixed capital and 
unempIojTnent in weak industries is corapheated bj other con 
sidcrations One is that certain tj'pes of fixed capital which 
accumulate in an industrial community arc public good- that do 
not enter dircctlj into profit and loas calculations school build 
mgs, public parks ho-pitals, homes and churches are examples 
If wages were corapletelj flexible these things w ould ente* into 
workers’ calculations concerning the de«irabihtj of accepting a 
lower monej wage m one localitj^as an alternative to moving 
elsewhere m order to secure a higher monej wage in a communitj 
where pubbe goods were less plentiful But wages are not com 
pletelj flexible Attempts to lower monej wages maj result 
in organized opposition more or less regardless of real wage 
considerations Maintenance of tanffs sufficient to keep indu> 
tries from closing down in old industrial communities dunng a 
transition penod may therefore prevent real national leases in 
certain tj-pes of public capital If, after the indii tnes have 
closed, the workers remain idle m the commumtj the public 
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capital which still has value may be utilized, but in this case the 
immobility of labor results in a loss in national manpower. These 
are some of the reasons why tariffs may serv^e a useful purpose in 
prolonging and easing the transition from one type of industrial 
structure to another. 

Inasmuch as there may be many quite different tariff objectives, 
it is well to define them clearly and to decide which are to ser^’^e 
as yardsticks for evaluating tariff measures. Otherwise there is 
a danger of wasting time and generating misunderstandings and 
antagonisms concerning means to quite different assumed ends. 
If objectives assumed by different persons are not the same, quite 
naturally the most logical means of achieving the various objec- 
tives may differ. Obscure differences, in motives and assump- 
tions, are causes of much of the disagreement concerning tariff 
questions and, we may add, other economic issues as well. An 
informed person may accept all the logic of free-trade arguments 
and still favor protection on grounds other than that of maximiz- 
ing national income. He may, for example, wish to sacrifice a 
measure of national income in order to preserve the agricultural 
classes. Some students of history, politics and economics hold 
that the agrarian population forms a loyal and conseiv-ative 
element in the body politic, an element which should not be 
destroyed or minimized. Much of the confusion and seeming 
contradiction and illogic of tariff controversy ■wiU disappear if 
objectives are clearly and frankly stated. 

DIFFICULTIES OF REMOVING AN ESTABLISHED TARIFF SYSTEM 

Tariff arguments sometimes turn on the question of initiating a 
tariff system or of strengthening an existing system as distinct 
from removing a long-established system. The difference is 
fundamental. The person who would advocate transition from a 
long-established policj’’ of tariff protection in a highly industrial- 
ized nation to a policy of free trade should deduct from his 
estimates of the gaios to be derived from a greater degree of 
territorial dmsion of labor certain costs of industrial rearrange- 
ment. Great industrial centers are populated by many special- 
ized workers, some middle aged, who cannot break their home ties 
and change their occupations without extreme personal sacrifice. 
Such sacrifice is one of the costs of rearrangement incident to 
extreme tariff reduction in an industrialized countr3\ Other 
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porsonal and corainumty co'ds of tariff remo\al are measured m 
terms of m%e»tments in fixed equipment An industrial com* 
raumtj IS pro\nded Tvith an extenswe equipment of factones, 
transportation facilities banking faciUties, commumcation facili- 
ties, water supply systems, Iightmg sj stems, sewerage plants, 
educational institutions, parks, Lbranes, hospitals, churches, 
homes roads, stores and storage warehouses An old mdustnal 
community that has come into bemg behind the shelter of a tariff 
wall cannot be dismantled quickly or e\ en gradually without loss 
to capitalists, laborers, professional people and, in fact, all whose 
lues are intertwmed in a mode of existence that has become 
institutionalized In so far as extreme changes in tariff pohey 
cause the dismantling of long-estabhshed commumties, they 
impose heavy burdens upon the members of such communities 
Furthermore, the dismantled commumties are not the only ones 
to suffer No mdustnal region is mdependent of other parts of a 
national organism Railway systems are patterned to sene 
cities, in fact, all a nation's machinery for merchandise distnbu* 
tion IS modeled to fit existing geographical arrangements of cities 
and towTis The complicated fabnc of a modem mdustnal and 
commercial country can be rearranged but not without cost — a 
cost that can be approximated only in the most general terms 

The foregoing considerations arc not plausible excuses for rais- 
ing the walls of a tariff system but, where such walls ha\e long 
existed, costs of rearrangement are very practical reasons for 
long and earnest deliberation pnor to radical downward revision 
of existing tanff schedules 

TARIFF MAKING 

Among the strongest arguments against tanffs m general is the 
fact that under existing conditions of national autonomy, tariff 
systems in democratic states tend to become a hodgepodge of 
expediency measures and faxors to special groups who are in 
yAysAwn -aTi^rtK: pitsvcn-e pratA’/toA 4:®. 

culty of «ecunng, m a democratic state, tanff legislation that 
conforms wnth majonty interests and of administenng such 
legislation m a statesmanlike manner are familiar to all who have 
followed the course of tariff hearings m the Umted States Con 
gross, or the parliamentary debates on tanff issues m England 
Interests that pertam to income sources of voters arc likely to 
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be more unified than voter interests that pertain to personal 
consumption. Political pressure is brought to bear upon tariff- 
making bodies, customarily the legislative branch of a govern- 
ment, by vociferous groups vho have special interests and desire 
special favors, whereas the great body of ultimate consumers, 
whose interests are widely scattered, tend to be relatively inarticu- 
late in tariff matters. Only where the consumers of a product are 
large industrial concerns is consiuner opposition to an advance in 
rates likely to be made effective. 

Nations with dictatorial governments — ^Russia, Germany and 
Italy, for example — are in a stronger position to inaugurate and 
administer planned tariff policies than are the more democratic 
nations — Great Britain, France and United States, for example. 
A discussion of postwar tariff policies in a number of leading 
nations will be found in Parts VII and ^UII of this volume. 

The maimer in which a tariff law in a democratic nation becomes 
a hodgepodge of concessions to pressure groups may be illustrated 
by tariff-making procedure in the United States. In this country 
a tariff act originates with the Committee on Ways and Means of 
the House of Representatives. A long series of hearings is held. 
Every interested group is permitted to send representatives to 
plead its cause and submit briefs. Naturally, those groups who 
stand to gain or lose most by a change in rates are most vdlling 
to incur expense m the making of a strong case. Before the tariff 
bill goes to the floor of the House for a final vote. House members 
from various sections of the nation attempt to compromise their 
differences and gain their indiiddual ends by sacrificing lesser 
interests, measured in potential numbers of votes at the next 
election. Sometimes one representative can attain his ends by 
agreeing to vote in a manner favorable to other representatives in 
exchange for their favorable votes on his major issue. A repre- 
sentative from Montana, a representative from Massachusetts 
and a representative from Louisiana may, for example, agree to 
vote for increases in rates on copper, cotton manufactures and 
sugar. The Massachusetts representative may be opposed ’to 
increases in rates on copper and sugar but must get his cotton- 
goods tariff at all costs if he is not to be defeated at the next 
election. This kind of procedure is sometimes referred to as 
“logrolling.” A separate tariff bill originates in the Finance 
Committee of the Senate. Senate hearings are held and senatorial 
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logrolling proceeds until a Senate bill w passed on the floor The 
House and Senate bills then go to a Conference Committee com- 
posed of members of both House and Senate By a process of 
further compromising a joint bill finally passes both House and 
Senate and is ready for the President’s signature If he should 
\ eto the bill it must go back to Congress and pass both House and 
Senate by a two-thirds majority % ote or still more compromising is 
hkelj to foUov, WTicn political parties change, the complexion of 
Congress also tends to change Inasmuch as parties to some 
extent split on geographical lines tariff makmg becomes a tug of 
war between “sectional and industnal groups each seeking its own 
self interest The larger n elfare of the nation as an integral umt 
IS hkeiy to be lost from sight m the scuflle 

What IS true m respect to weaknesses of tariff making and 
tariff admmistration m the United States xs also true in greater or 
less degrees m other democratic nations like France and Great 
Britain Even dictators of the Ru«sian, German or Itahan 
types are bj no means free of the influence of pressure groups in 
the formulation and administration of tariff policies Although 
planned ends and aims may be more consistently pursued, the 
effects of tariff pohcics m dictatonally ruled nations may be e\ en 
less to the mterest of majontj groups than those in democratic 
nations In short modem tariff procedure appears to be mflu- 
cnced more by self interests of minority groups than by concep- 
tions of the long time interests of national majonties In tariff 
making, the abstract ideal “greatest good for the greatest num 
bers of people in the nation,” is Iikelj to be a lost cause, and the 
possibility of harmful effects of tanITs upon foreign countries is 
likely to be gi\en little or no consideration 

FOREIGN EXCHANGE RESTRICTIONS 

Since the beginmng of the business depression m the mneteen 
thirties foreign exchange restnctions have been extensively 
emploj ed m some countnes to supplement import tariffs in the 
regulation of foreign trade Gennan3 is the outstanding example 
of a country which has resorted to foreign exchange restrictions 
in recent jears but b> no means the only example Some of the 
details of German exchange restrictions will be found in Chap 
XXXIII of the present % olume 
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The literature dealing -with foreign exchange restrictions is 
meager.^ Nevertheless, it is possible to draw a few generaliza- 
tions at this point concerning exchange control as one of the 
many trade restrictive devices that have been widely employed 
in recent years. Foreign exchange restrictions consist of limita- 
tions imposed by governmental decree upon private purchase and 
sale of foreign currencies. A government may thus regulate the 
foreign transactions of its citizens because purchase and sale of 
exchange are necessary to all foreign transactions that are negoti- 
ated with money or bank credit. An example of foreign exchange 
restriction is the prevention of withdrawals of bank balances held 
by foreigners. The restriction may take the form of a transfer 
prohibition affecting specific accounts or it may develop into a 
system of "blocked” exchanges. A “blocked” exchange system 
permits or requires domestic debtors to make pa3Tnents on foreign 
obligations with domestic currency into "blocked” accounts. 
These blocked accoimts cannot be taken out of the country with- 
out a government permit. The debtor has legallj’- settled his 
foreign obligation by pasdng domestic currency to a domestic 
bank. The creditor has the problem of getting “blocked ” funds 
out of the debtor’s country. If there are exchange losses the 
creditor bears them. As a rule no objection is raised to the sale 
of "blocked” exchange by a foreign owner if he can find a buj^er. 

1 Much of the literature dealing with foreign exchange restrictions is in 
periodicals. The following references are suggestive of its scope and 
character: 

■Whittieset, C. R., “Exchange Control,” American Economic Review, 
December, 1932, pp. 585-604. 

Socidtd de Banque Suisse, Foreign Exchange Restrictions, Swiss Bank 
Corporation, London, 1933. 

Obeblascher, L., “Clearing-Erfahrungen,” Wirlschaflsdienst, August 
31, 1934, pp. 1191-1193. 

Haksen, H. E., “Blocked Marks Exchange Regulation and the German 
Crisis,” Annalist, July 6, 1934, pp. 3-5. 

Einzig, Paul, Exchange Control (1934) and The Exchange Clearing 
System (1935), Macmillan & Company, Ltd., London. 

Machl0p, F., “Devisenbewertschaftung,” Ein Handicorlerhuch des 
Banfniereins, 1935. 

League of Nations, Inquiry into Clearing Agreements, Geneva, 1935. 

Rat 7, B. R., “The Exchange Clearing System,” Mysore Economic 
Journal, February, 1936, pp. 49-54. 

Ritter, K., “Germany’s Experience with Clearing .Agreements,” 
Foreign Affairs, April, 1936, pp. 465—475. 
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TIj*’ bc»t cu'tomrrv for «ucli Mchingp arc u'uallv forcienm who 
imio't from the Dock impoMnp counlrj The »y«tca 

tends to ftimuhtc exports and to retard imports “Blocked” 
exchariRcs ba^c quite logically giten n5C to cxchinpc-cleanrK 
ecr«ra<nt« uador which each of («o or more countnes requires 
its importers and other debtors on foreign account to make paj- 
ments into a “blocked" fund From this fund withdrawal are 
made to meet claims of exporters and other domestic credito’s 
of foreign concerns Tlic fixing of the exchange rate under a 
F)*«tcm of exchange clearing agreements w both compheated and 
arbitrary ‘ Another objcclisc of foreign exchange restnctioas 
maj bo the cmplojinont of axailable exchange for purchase of 
nece^arj merchandise imports In some cases tlicre is com* 
pul«OTj sale of exchange b\ exporters and other pniate interests 
to a goi cmment-delegated bodj (a central bank, for example) 
anti allocation of tlic esebange for specified U'^es In tliese cases 
quantities, lands and origins of merchandise imports are subject 
directlj to go\ernmental e<hct 

Kialuation of foreign exchange restrictions like c\aluation of 
customs tariffs must necessarily start snth a consideration of 
objecUs es and altcmatn es Foreign exchange restriction w but 
one of a number of nsfiects of state interventionism The whole 
arr3> of arguments against interventionism that applj to import 
tariffs and merchandise quotas apply al'O to foreign exchange 
rr«tnclions Intcnentiomsm tends to divert trade awa> from 
the channels it might take under o latxscz foire economy and to 
divert hlxir and capital to U'’es which thci might not serve under 
laisi-ez faire conditions To date foreign exchange restrictions 
have been cither cracrgcncj measures, as in case of wamng 
nations or nations in the gnp of financial cnscs, or they hsv e been 
intcgml parts of a sjstcm of national economic planning m in 
case of the Rusenn economy It is not poR.*ible to evaluate the 
extreme fonna of exchange control to which economists have been 
introduced during recent } cars m terms of smoothly functioning 
competitive economies No nation has fueeeedeil p<tliticall> 
pinee 1931 in carrjnng through Iiisscz fairc dcfiation in sufficient 
amounts to balance its internal cconom> Some nations have 
reported to the expedieney of divorcing their currencies from a 

‘ See Chap XAAIIl for a further (kscumon of Kehangr-clMnn* ryitenif. 
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gold base;^ others have devalued their gold currency units;- whUe 
still others have resorted to merchandise quotas and foreign 
exchange restrictions^ in an effort to protect the domestic economy 
from deflationary influences associated with foreign transactions. 
There is difference of opinion concerning which tjTpe of expediency 
has been least harmful. 

IMPORT AND EXPORT QUOTAS 

The terms “import quota” and “export quota” are used with 
various connotations. Here they are used to signify limitations 
that are imposed by executive decree and that apply to quantities 
or values of merchandise imports or exports during a specified 
period of time. Import quota restrictions have been used since 
the World War by a number of European countries, notably by 
France. In general the effects of import quotas upon move- 
ments of prices, trade and production factors are similar to 
those of import tariffs. However, the use of a system of import 
quotas gives rise to certain perplexing difficulties that are not 
inherent in an import tariff system. A quota system, like an 
import tariff system, ordinarily restricts imports and raises 
domestic prices of the conunodities affected, above world prices. 
In case of the quota system, the price difference in whole or in 
part does not accrue directly to the state in the form of an import 
tax. Import privileges may be extremely profitable to private 
business concerns in a country that maintains an import quota 
system. Some means of allocating these privileges among 
domestic concerns must be made by the state. Also some kind 
of system must be devised for allocating import privileges among 
exporting countries. These complications constitute disad- 
vantages for an import quota system as compared with an import 
tariff system. Among the advantages of a quota system is its 
definite quantitative control of imports more or less regardless of 

> Great Britain and other sterling-bloc countries. 

* United States, for example. 

’ Germany, Italy, France. 

- * For a discussion of import quotas in France see, Dietrich, Ethel B., 
“French Import Quotas,” American Economic Review, December, 1933, and 
Chan. XXXII, this volume. 
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violent foreign exchange fluctuations or other causes of extreme 
and "udden pnce change * 

Export quotas, like export tariffs, seiv e purposes different from 
tho«e of import quotas or import tariffs The principal peacetime 
u«e of export quotas is in connection mth the administration 
of rate maienal controls the Stevenson Rubber Control Plan, 
Branhan Valonzation of Coffee, etc These schemes frequently 
combine a system of tariff free export quotas 'with export tariffs 
applying to extraquota shipments The history of most of the 
raw matenal controls has been one of temporary success followed 
by ultimate failure and dissolution Amongtheprmcipalreasons 
for failure ha\e been (1) inability of prmcipal producers to 
cooperate, (2) the opemng up of new sources of supply and (3) 
utilization of substitute products by consumers 

OTHER INTERFERENCES WITH THE FREE MOVEMENTS OP 
GOODS 

Import tariffs, import quotas, embargoes and foreign exchange 
controls are the more important home-market protective measures 
that ffnd expression m direct legislation Aside from these, 
other protectiie measures of greater or less importance are 
brought mto use from time to time Voluntary boycotts have 
been employed in recent years by the Chinese agamst Japanese 
goods and by Jews all o\er the world against German goods 
Nation-wide campaigns ha\e been earned on for the purpose of 
mducing people to buy home products for patnotic reasons 
Freight rates ha^e on occasions been employed to disenmmate 
against foreign good*, sales representatives of foreign concerns 
are sometimes subjected to special taxes Inspection regulations 
may be devTsed to discourage importations, and various other 
expedients are Te«Kjrted to for the purpose of keeping foreign 
goods out of the home market 

Mention has already been made of the effect of raw matenal 
control* to distort a freely competitive flow of commodities m the 
channels of international trade At this pomt mention may 
logically be made also of c%rtam trade practices of mtemational 
cartels As m the case of raw material controls, cartel obstruc- 
tions to the free flow of international trade are ordmanly for the 

* Import quotas are discussed m more detail m Chap XXXII of the present 
volume 
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purpose of maximizing profits through manipulation of prices. 
Dumping, and allocation of sales territories by monopoly groups 
are in this category. The mere mention of monopolies and semi- 
monopolies that thrive upon rigidities in the economic sj^stem 
suggests hov erroneous are the assumptions of a smoothly func- 
tioning free-market economy. The absence of complete fle.xi- 
bility of wage rates and prices and complete mobility of labor and 
capital does not, however, destroy the possibility of devising 
long-time national policies, either unilaterally or through multi- 
lateral agreements, that will facilitate fuller realization of the 
production efficiencies incident to territorial di^dsion of labor. 



CHAPTER XX\T 
COMMERCIAL TREATIES 

As world economy is now organized, nations are interdependent 
Each must mcur losses and incomemences, of one kind or 
another m order to enjoy the gams of world wide temtonal 
division of labor Furthermore, there is no rule, easy to applj 
and absolutelj just, whereby the aggregate burden of necessary 
sacrifices may be apportioned among the several nations con- 
cerned In view of the«e circumstances mtemational economic 
diplomacy which takes the form of commercial treaties and other 
voluntary agreements has veiy important functions to perform 
Commercial treaties help to minimize the destructive effects 
abroad of particular national pohcies, on the one hand, and to 
enlarge the opportunities for foreign trade, on the other 

SCOPE AWD CONTENT OP COMMERCIAL TREATIES AND 
AGREEMENTS 

Many subjects come within the scope of commercial treaties 
and agreements Among them are (1) considerations pertaining 
to consular services, (2) considerations pertaining to the rights of 
foreigners, (3) transport considerations, (4) trade restrictive 
measures and (5) foreign exchanges This chapter confines itself 
to a consideration of commercial treaties and agreements m rela- 
tion to the last two groups of subjects, m , trade restrictive 
measures and foreign exchanges Treaties may be either bilateral 
or multilateral Bilateral treaties mvolve onlj two countries 
Multilateral treaties mvolve more than two countnes Agree- 
ments may also be either bilateral or multilateral In general, 
agreements are less formal than treatira, less permanent ancfless 
subject to the dictates of precedent * 

•For detafled discussions of trade treaties see Williams, B H, Tfte 
EeofumicForeiffnPoltq/ o/(he UtitUdStai«a 1929 nud Amertcan Ihphmaq/, 
^IcGraw HHl Book Co , Inc , New York 1936, Culbertson W S , InUr 
naiumal Polmta D Appleton A Co , New York 1925, and Reaprocity, 
McGraw TTilI Book Co , Inc New York 1937 

Some epectfic trade treaties are discussed in connection with the countnes 
concerned m Fart V7I of the present vohune 
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Trade restrictive considerations have long been dealt with 
through both treaties and agreements. The content of com- 
mercial treaties concerning trade restrictive measures is suggested 
by the parity clause, the reciprocity clause, and the most favored 
nation clause. The parity clause pro\ddes that treatment given to 
the citizens and goods of a particular state shaU not be vorse than 
that given to the treaty-making state’s ovm citizens and goods. 
Treatment stipulated by a parity clause is sometimes referred to 
as national treatment, treatment equal to that accorded a countr3’'’s 
own nationals. A general guarantee of national treatment in the 
colonies of colonial powers is the open door for commerce. The 
reciprocity clause pro^ddes for special arrangements between twm 
nations whereby the citizens of each obtain advantages or 
privileges in their trading relations with the other. The nature 
of advantages or privileges granted under reciprocity clauses is 
specified in each case. A treaty may provide, for e.v:ample, for 
reciprocal national treatment, reciprocal reductions in specified tariff 
rales or reciprocal most favored nation treatment. 

The' Most Favored Nation Clause. — One of the most universal 
features of commercial treaties of recent times is the most favored 
nation clause. It is to the interest of every country to secure, 
for its outgoing merchandise, terms of entrj^ abroad as favorable 
as those enjoyed by any competitor exporting country. Treat- 
ment equal to the best enjoyed by any competitor country'- is the 
objective of a most favored nation clause. Such clauses occur 
in one form or another in a majority of nineteenth and twentieth 
century commercial treaties. Sometimes a most favored nation 
clause achieves its purpose and sometimes it does not; there are 
always practical questions of legal interpretation. For example, 
is the clause in a particular treaty conditional or unconditional? 
If a most favored nation clause is interpreted as being uncon- 
ditional, minimum rates of entry are automatically granted to 
the goods of every contracting party by ev'ery other contracting 
party. If, on the other hand, a most favmred nation clause is 
interpreted as being conditional, a quid- pro quo is called for. The 
conditional most favored nation clause provides that a contracting 
party shall receiv'e minimum rates of entrj^ on its exports going to 
other contracting parties only in those cases where it grants 
concessions equivalent to those granted by the nation that enjoj'-s 
the minimiTm rate. ]\Iost favmred nation clauses do not prohibit 
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special resen ations Seldom, if ever, is there an international 
commercial treaty ^vithout special resen ations of one kmd or 
another The Umted States, for example, has consistently 
reserved the nght to give Cuba special tariff rates to which the 
most favored nation clause does not apply In Great Bntam’s 
most favored nation treaties a nght is resen ed to grant prefer- 
ential duties to countnes of the Bntish Empire In nearly all 
the treaties and agreements embodying most favored nation 
clauses reservations applymg to po^ble future customs umons 
are made A contractmg state has the nght to insert whatever 
limitations it wishes mto its commercial treaties 

CUSTOMS TARIFF BARGAINING 
Treaty forms employed for customs tariff bargaining purposes 
are conditioned by the type of tariff sj-stems mamtained There 
are three types of customs tanff ^sterns single, double and multi 
pie The single-tanff system imposes equivalent duties upon 
the goods of all countnes to which tariffs apply Under this 
system all countnes take equivalent rates except m so far as 
some countnes may be exempt from any duties The double- 
tanff system distinguishes between maximum and minimiim 
duties In this case maximum duties apply to countnes with 
which there is no trade treaty or agreement, whereas minimum 
duties are the lower limits of concessions that may be granted to 
favored countnes The multiple-tanff sjstem provudes for dis- 
crimination among countnes accordmg to points of ongm or 
pomts of consignment of the goods imported 
Inasmuch as the trade restnctive pohcy of a country mvolves 
not only customs tariffs but also merchandise quotas, foreign 
exchange controls and other trade regulatory devices and inas- 
much as trade policy is nearly always a poUtical party issue, hnes 
of action are seldom contmuoua and consistent Particularly 
has this been true smce the TV orld TVar For a long penod before 
the Rar, Great Bnfam pursued a fairfy consistent pohcy of free 
trade and equal treatment of all countnes with which she traded 
The equal treatment feature of the Bntish pohcy was character- 
ized by a world wide network of treaties with foreign countnes 
embodying unconditional most favored nation clauses Prewar 
France was typical of those countnes which maintamed multiple- 
tanff systems and pursued a policy of tanff bargaimng Smce 
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the World War Tirtually every important commercial nation has 
resorted to trade regulatory bargaining in one form or another. 
The numbers of reciprocal commercial treaties, export-import 
agreements and foreign exchange agreements have increased 
enormously during the last decade. 

mTERWATIOKAL AGREEMENTS 

International understandings less formal and permanent than 
those embodied in treaties are to be found in international agree- 
ments. During the last decade, a great many so-called inter- 
national agreements have been negotiated to cover a variety of 
commercial and financial considerations. An example is the 
so-caUed exchange clearing agreement which came into wide- 
spread use during the depression years 1934 and 1935. Coxmtries 
which had divorced their currencies from gold entered into agree- 
ments whereby pajmaents for merchandise imports were to be 
made into specified domestic banks and collections for exports 
were to be drawn from funds thus accumulated in these banks. 
Other agreements negotiated during this period involved mer- 
chandise quota considerations, raw-materials production limi- 
tations and customs duties. 

A number of attempts have been made since the World War to 
negotiate multilateral trade and monetary agreements in the 
atmosphere of a world economic conference. A lowering of trade 
barriers and stabilization of foreign exchanges have been among 
the principal objectives of these world assemblies. In each case 
the results obtained have been far below the modicum of positive 
accomplishments hoped for. Any multilateral agreement that 
involves the principal commercial nations of the world and that 
achieves positive results in the way of freer trade and stabler 
currencies necessarily demands sacrifices on the part of the 
negotiating countries. To date the negotiating countries have 
been unwilling or politically imable to submit individually and 
collectively to sacrifices necessary to the achievement of far- 
reaching, constructive results. 

CUSTOMS UNIONS 

A customs union pro\’ides for a common tariff against foreign 
imports and freer or free trade among the countries participating 
in the union. The outstanding e.xample of a successful customs 
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unjon in coraparati\ el> recent times is the German Customs 
Union, Tvhich led to the formation of the German Reich after the 
Franco-Pnissian War (1870-1871) Remo\al of trade barriers 
between states always gives nse to protectionist resistance 
In addition to this obstacle to the success of attempts to form 
customs uiuons are other political and admmistratu e problems 
Agreement concenung tariff rates must be reached by the partici- 
pating goiernments, it is difficult enough to get tariff rate 
agreement on the part of the conflicting interests of anyone goi em- 
ment much less those of two or more governments Much has 
been heard since the World War about a possible European 
Customs Union Under prevailing conditions of economic 
nationalism an all European customs union is probably as utopian 
an idea as is that of um\ ersal, international free trade Howev er, 
it 13 easily possible that certain small groups compnsmg only two 
or three European nations with similar politick interests and 
complementary economic systems noight succeed in negotiating 
customs unions possibly as a first step to an enlargement of 
political umts m Europe In 1931 a proposal was made for a 
customs union between Germany and Austria It provided for 
the gradual reduction of duties during a period of transition 
Gradual reduction of duties as a preliminary to the formation of a 
complete customs union is a logical step where highly industrial- 
ized nations are mv olvcd Such a development raises some inter- 
estmg questions conccrrung customs tariff treaty commitments of 
the muting countnes If, for example, the initial reduction m 
duties ij> interpreted as initiating an incomplete customs union 
and pavung the way for a complete customs union, a third state 
(according to the way most commercial treaties are drawn) has no 
right to claim equal treatment by virtue of a most favored nation 
agreement If, on the other hand, the initial reduction in duties 
between nations contemplating a customs umon i? interpreted as 
being a preferential duty, other states may claim similar treat- 
ment by virtue of their most favored nation treaties The diffi 
culties of forming customs unions are many They are political 
as well as economic, they involve commitments both among the 
negotiating powers and between these powers and other nations 
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DISLOCATING INFLUENCES OF THE WORLD-WAR 

PERIOD 

INTRODUCTORY 

During the last two decades the newspapers have been replete 
with headlines calling attention to international debts, unbal- 
anced national budgets, monetary instability, tmemployment and 
political turmoil. These phenomena are evidences of extreme 
economic disequilibrium the w'orld over. For three centuries 
before the World War the influence of Europe had been steadily 
advancing. The white and 3 ^ellow races of other continents had 
admired European ci%dlization and gradually adopted it. In 
1914 Germany, Belgium, Great Britain and France were supply- 
ing manufactures for less industrialized countries on every 
continent; here was a nerve center of world commerce and world 
finance. Four years of armed conflict disorganized the peacetime 
activities of these four great industrial nations and disrupted the 
continuity of a commercial system which had developed around 
them. World commerce has not yet, after two decades of uncer- 
tain peace, overcome the disorganization and confusion which the 
World War wrought. 



CHAPTER XXVII 

BOUNDARY CHANGES AND PRODUCTION SHIFTS 

Since the World War a slow-mo\dng process of industrial 
liquidation and reorganization has been in progress all over the 
world. One of the causes has been rearrangement in geographical 
distribution of peacetime industry which occurred during the 
War. Another cause has been rearrangement in the industrial 
structure of Europe as a result of political boundary’- changes made 
by the Treaty of Versailles. 

DISORGANIZATION OF PEACETIME CONDITIONS OF 
PRODUCTION AND TRADE 

Industrial and Agricultural Production. — It is not possible to 
segregate, with complete assurance, industrial shifts which are 
direct results of the War from those which might have occurred 
had there been no war. It is possible, however, to indicate, 
in the aggregate, certain industrial migrations that occurred dur- 
ing and after the World War and that appear to have been largely 
influenced by wartime circumstances. Between the periods 
1909-1913 and 1921-1925 Europe dropped 35 to 40 million acres 


Table 67. — ^Wheat Acreage and Phodijction in Europe .as Comp.ared 
■RUTH THAT Ef Canada, United States and Argentina, for 
Prewar and Postwar Years' 


Years 

Europe ! 

Canada, 
United States 
and Argentina 

Millions 
of acres 

Millions 
of bu. 

1 i 

Millions 
of acres 

1 

Millions 
of bu. 

Average, 1909-1913 

147 

2,107 

73 

HI 

Average, 1921—1925 

109 

1,613 

97 

lisi 

Average, 1927-1928 

144 

2,100 

102 ' 

IB 


» SotTBCE: U. S. Department of Acricullure Tearboah, 1030, pp. C02-C03. Ruesia is 
included in the compilation. 
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of wheat and reduced production by 400 to 500 million bushels 
annually. During the same period Canada, United States and 
Argentina increased their wheat plantings by 20 to 30 million acres 
and their production by more than 300 million bushels annually. 
These data are shown in Table 67. 

After the War, soldiers went back to their farms, and sbeH-tom 
areas were le% eled, plowed and once more seeded for the produc- 
- tion of wheat, clover and other agricultural crops. By the bte 
nineteen twenties European countries, some with the aid of 
protective tariffs, had got back to a volume of wheat production 
approrimatmg the prewar figures * nowe\ er, Canada, United 
States and .iigentina had continued to expand their nheat 
acreage instead of reducing it. A result w as excessive production 
of wheat, excessively low prices for wheat and depression in 
important agncultural districts 

As in the case of wheat so also in the case of certain other indus- 
tries European production declined during the war period vibDe 
non-European production expanded Take the iron and steel 


Table 68 — Pio-oiov Pbodcction k Gerilott, PaA^cE, Great Britaci 
A^^> UvrrxD States betobe as© after the Wore© Wab‘ 
(Millions of tool) 


Years 

Germany 

France 

Gwat Bn‘ jl 

Total, Gcr- 
manj, 
France, 
Great Bntain^ 

Umted States 

ldl3 

19 0 

5 1 

10 3 

34 4 

31 0 

1923 

7 2* 

5 4 

7 4 1 

20 0 1 

40 4 

1930 1 

9 5 1 

9 9 

6 2 

I 

31 S 


■ 1913 Sfum (or preirkr temtory 

SorBcz Forrtgn Camm*re4 Fwfcoo*. U 8 Deptrtmcct oT Comnirrrr, 1926, Vel II. 
p 629 1933 p.333an<lSla<wtu>>IJi<triu<«/a«{Ki><KiStafej,1933,p 660 

* Areragvipr 1923, 1923 And 1924 bcoaM 1923 praduclion wu zanrkcdlr lovrr tbnn tlit 
(4 1922 and 1924 

* Pnor to the War Russia was among the leading wheat-cxportins coun- 
tnes of the world For a lime during the War Russian exports of wheat 
were completely blockaded Immcdiatelr after the War Russian wheat 
production was retarded by the Revolution When conditions again 
became farorabic Russia needed no whext tmffs in order to swing back into 
an exporting position. The situation was different in the wheat-importing 
countries. Here tariffs were emp1o>ed to shield domestic wheat producers 
from foreign competition 
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industry as an example. Total production of pig iron in Great 
Britain, Trance and Germany -was less by approximately li. mil- 
lion tons in 1923 than it had been in 1913. United States pro- 
duction of pig iron, on the other hand, was about 9 million tons 
more in 1923 than it had been in 1913. These data are sho'rni in 
Table 68. 

Commerce. — Another indication of the tendency for industry 
to shift from European to non-European countries during the 
War is to be found in statistics of international trade. The 
United Kingdom, France and Germany gave ground in their 
world-trade positions between the periods 1911-1913 and 1926- 
1930 ; United States, Australia, New Zealand, Canada and Japan 
gained. These data are shown in Table 69. 


Table 69. — Intebnational Trade of Leading Nations 
Percentages of the Total Value of the Export and Import Trade of 109 

Countries* 




1 




Austra- 

1 


Year 

United 

King- 

dom 

France 

Ger- 

many 

Italy 

United 

States 

lia. New 
Zealand 
and 

Canada 

Japan 

AU 

other 

1911-1913 

16.4 

7.2 

11.8 

2.9 

10.3 

4.7 

1.5 

45.2 

1926-1930 

15.1 

6.4 

9.1 

2.9 

13.9 

6.4 

3.0 

43.2 


^SotrncE: Compiled from data obtained from Forni/n Commerce' Yearbook^ 1933, pp. 
345-347 inclusive. 


As already stated, it is not possible to know what part of the 
industrial changes just cited were caused by the War and what 
part might have occurred had there been no war. The United 
ICngdom’s share of the world’s international trade was declining 
before the War started. Her foreign trade constituted 21.3 per 
cent of the value of the total exports and imports of 25 leading 
nations in 1896 and only 19.9 per cent of the value of the foreign 
trade of these same countries in 1906.^ Whether the United 
Kingdom would have been in a relatively weaker or a relatively 
stronger world-trade position in the period 1926-1930 had there 
been no war it is impossible to judge. It is reasonable to believe 

* Siatislical Absfrad of Foreign Countries, U. S. Bureau of Statistics, 1909, 
pp. 15-19 inclusive. ’ 
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that the foreign trade of United States, Austraha, New Zealand, 
Canada and Japan might ba\e increased more rapidly than that 
of some of the older European nations, but it is not probable 
that Germany’s trade position would have lost ground more than 
that of the Umted limgdom, France and Italy 

Shipping Facilities — ^Let us take as another example of World 
^ ar and early postwar industrial developments, that appear to 
have been largely influenced by special wartime conditions, the 
growth of merchant marines Every merchant vessel is part of 
some national mercantile marine Marine law requires that 
every \essel be registered and listed under some flag and at some 
port In 1910 the Umted Kmgdom had 9,417 merchant vessels 
of 100 tons and over, the United States ranked second, with 
3,469 such vessels, Germany ranked third, with 2,178 vessels rf 
100 tons and over In 1920 Great Britain had only 8,561 mer- 
chant %essels of the type m question, Umted States bad 5,457, 
Germany 1,138 Japan with only &46 merchant vessels of 100 
tons and o\er in 1910 had 1,940 such vessels m 1920 Germany 
lost about half of her merchant fleet between 1910 and 1920, 
Umted States enlarged her fleet by more than 50 per cent, wble 
Japan enlarged her fleet by more than 100 per cent ^ 

Conclusions — Statistics of industnal development cited m 
foregoing pages indicate that, m general, European countries 
came out of the H ar nith relatnely less peacetime industry than 
they had before the War began Furthermore, the losses nere 
not proportionately divuded Germany lost half or more of her 
merchant fleet, Great Bntam's fleet was reduced m size but by 
not nearly so large a proportion as that of Germany The mer- 
chant fleets of France and Italy, on the other hand, w ere enlarged 
As in the case of merchant shipping so m the case of pig iron 
production Germany’s output of pig iron sank durmg the War 
to less than half its prewar level * France was producing more 
pig iron after the War than before. Great Bntam’s production 
declmed but not so much as that of Germany ^ Both Great 
Bntam and France suffered losses in their proportions of the 
world’s aggregate of international trade dunng the war penod 
but not such great losses as that suffered by Germany * Italy’s 

* Fornjn Commerce Yearboofe, 1933, Vol IlrP 338 

* See Table 22, p 181 

* See Table 69, p 395 
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international trade position, on the other hand, was as strong in 
the nineteen twenties as it had been before the War.^ 

ECONOMIC EFFECTS OF BOUNDARY CHANGES 

Another significant body of facts which has a bearing upon 
Europe’s postwar economic disorganization is, in part at least, a 
result of the “redrandng of Europe’s map” in accordance with 
provisions in the Treatj’’ of Versailles. The treaty reversed, for a 
time, a long-continued trend toward enlargement of political 
units. Consolidation of political units had been under way in 
Europe ever since the Aliddle Ages. Prior to the World War, 
Germany, France, Itaty and Austria-Hungary had each attained 
political unity after years of strife among many petty principali- 
ties. In Fig. 32 is a map of Europe as it was in 1914 when the 
War began and as it was in 1934 a decade and a half after the 
Allies had car^^ed half a dozen or more new nations from territory 
formerly controlled by the Central Powers and Russia. The 
boxmdaries of these new nations were based more upon language 
characteristics and racial backgrounds of the peoples involved 
and desire to maintain a balance of power favoring the Allies 
than upon production characteristics and market requirements 
of the European industrial system. 

Before the War Germany and Belgium were centers of heavy 
manufacturing; France possessed diversified industries and a 
reasonably well-balanced domestic economy; the remainder of 
Europe (excluding Great Britain) was largely agricultural. 
Since the War each of some 26 European nations has attempted 
to become more self-sufficing than the area which it now includes 
was before the War. These efforts toward national self-suffi- 
ciency have resulted in more or less rearrangement in the whole 
European industrial structure. Rearrangements of this kind do 
not occur in a long-established industrial society without unem- 
ployment, bankruptcy, liquidation and social unrest. 

Let us cite a few examples of growth in mining and manufac- 
turing industries in Continental areas that were predominantly 
agricultural before the War. Italy’s production of crude steel 
increased from about 933,000 tons in 1913 to 1,785,000 tons in 
1925 and over 2,000,000 tons- in 1929. Even in the depression 

1 See Table 69, p. 395. 

* Metric tons. 
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year 1932 Italian production of crude steel "was well above the 
annual average output for the period 1921-1925. ^ Steel produc- 
tion in Poland increased'from an average annual output of about 

890.000 metric tons for the period 1921-1925 to an average of 
approximately 1,400,000 tons for the years 1928 and 1929, an 
increase of more than 50 per cent. Production of steel ingots 
and castings in Czechoslovakia increased from approximately 

1.200.000 tons in 1923 to approximately 2,200,000 in 1929, an 
increase of more than 80 per cent. Between the periods 1921- 
1925 and 1926-1930 Yugoslavia increased her lignite (low-grade 
coal) production about 60 per cent- and her production of iron ore 
by more than 150 per cent.® During the same period Rumania 
increased her average annual output of steel ingots by more than 
100 per cent.® The industrial area which is now Austria, severed 
from its prewar agricultural hinterland and blocked in by tariff 
walls against its exports of manufactures, turned out less iron 
and steel goods and operated fewer cotton spindles duiing the 
3 ’-ears 1926-1930 than in the year 1913.® Aside from the develop- 
ments in Russia, the aggregate quantities of goods involved in 
the process of building up mining and manufacturing industries 
in the agricultural coxmtries of Europe are small in relation to 
quantities of minerals and manufactures produced annually in 
the larger industrial nations — Germany, France and Great 
Britain. Nevertheless, tendencies indicated by these attempts 
on the part of agricultural nations to become more independent 
economically are significant. Reversion to smaller economic 
units appears to have followed the creation of smaller political 
tmits. 

Attempts made during the War to form a ZoUverein of the 
Central and East European powers would have created one large 
nation where today a number of small ones are trying to exist 
independentl 3 ^ The problem of organization for economic 
efficiency becomes increasingly difficult as nationalism in the 
economic field tries to adapt itself to arbitrary political bound- 
aries. The whole continent of Europe is comparable in size, in 
abundance of natural wealth and in diversity of regions with the 

'^Foreign Commerce Yearbooks, 1926, VoL II, p. 331, and 1933, p. 74. 

= lUd., 1926, Vol. II, p. 183, and 1933, pp. 17, 98, 107, 149. 

’ Ibid., 1926, Vol. II, p. 42, and 1933, p. 2. For purposes of comparison 
the 1913 figures have been estimated for the present boundaries of Austria. 
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United States Agncultural regions naturally supplement 
regions nch in mineral wealth When, m such an area pohtical 
boundanes are redrawn with httle regard to economic factors 
and each nation tnes to develop a well rounded, di\ersified 
industrial system withm itself, old facilities for transportation, 
manufactunng, mining and agricultural production no longer 
serve well the purposes for which they were constructed, and 
confusion follows The economic diseqmlibnum m Europe is 
not a passmg phenomenon comparable with industrial depression 
m a nation which is imdergomg mtemal readjustments that have 
relatively httle effect upon its basic position in world economy 
The economy of European nations was shaken to its very founds 
tions during the War Reco\ ery under the new political arrange- 
ment IS not merely a problem of weldmg and cementmg cracks 
in the old system m order that it may function very much as it 
did before the War Changes m pohtical boxmdanes on the 
Continent, fear of future wars and economic developments in 
Amenca, the Onent and Ru«sia are altering fundamental rela 
tionships between Continental areas that once were supplemen 
tary Tbe«e same forces are altering the economic relationship 
of Old Europe as a whole with the rest of the world 
The end of Europe's difficulties is not m sight It is not 
improbable that the European map may be subjected to further 
revisions before pohtical boundanes and market areas'hav e been 
hannomzed sufficientlj to permit wholesome expansion of the 
Contmental economic system Poland, Humama, Czechoslo- 
vakia, Hungary, Yugoslavia and Bulgana, all are m need of 
improv ed transportation facihties m order to make the most of 
their agncultural possibilities Germany, France, Great Bntain 
and Belgium are tooled to produce transportation equipment 
and they need more foodstuffs than can be produced economically 
at home Taken as a umt, the natural resources of western 
Europe are not so depleted as to prevent contmuation of the 
prewar upward trends of living standards Dmded as these 
nations now are by national rivalries, the struggle for sustained 
economic progress appears to be making httle headway 



CHAPTER XXVm 
DEBT BURDENS 

Every big war leaves an aftermath of government debts. 
These are of two kinds: “internal” and “external.” By “inter- 
nal government debt” is meant money owed by a government 
to its own subjects. In this case money collected from domestic 
taxpayers for the purpose of retiring the debt is paid out to 
domestic holders of government securities. Retirement of inter- 
nal government debts does not involve, directly at least, a deple- 
tion of national wealth. It may, however, result in reduced 
annual production by injecting elements of uncertainty into a 
country’s monetary and financial system and by causing indus- 
trial instability. In so far as internal debts have an influence 
upon international trade, the effects are transmitted indirectly. 
By “external government debt” is meant money owed by a 
government to a foreign creditor. Payment of interest and 
principal on external debts involves the transfer of wealth from 
one nation to another, and thus affects international trade in a 
very direct way through both payment balances and trade bal- 
ances. The World War created huge government debts both 
internal and external. The two principal categories of external 
government debts that grew out of the War were German repara- 
tions and inter-Allied debts. 

INTER-ALLIED DEBTS 

The term “inter-AUied debts” includes a hodgepodge of obliga- 
tions dissimilar in many important respects. Loans made to 
individual Allied governments by private bankers during the 
War are a part of the aggregate of inter-Allied debts, as are also 
loans from one Allied government to another. Some of the inter- 
Allied debts represent loans made prior to the time when the 
United States participated in the War, wlule still others were 
made after the Armistice. There are also differences in regard 
to purposes for which loans that have been lumped into the gen- 
eral category of inter-Allied debts were extended. Some were 
extended to facilitate purchase of ordnance, munitions and other 
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stnctly war suppbes, others were made for the purchase of food 
for nonparticipants in the War, still others were made for pur- 
poses of reconstruction after the War The one aspect m which 
all the inter Alhed debts are alike is that they represent loans 
made to go\ emments at a time when the borrowmg governments 
were m financial difficulties resultmg from the War War debts 
were incurred between nearly all the Alhed and cooperatmg 
powers By far the greater part of the total, however, mvolved 
Great Bntam, Prance, Italy, Belgium and the Umted States 
One estimate summarized the pnncipal mter-Alhed debt 
as of April, 1922, as follows * 

Owed by Europe to Umted States approximately SIO billion 

Owed by the Continent to Great Bntam about t 5 billion 

Owed by Continental countries (excluding Russia) to France 

about $ lyi biUioa 

French claims were on Belgium and a number of mmor coun- 
tnes British claims were on France (some 600 milhon pounds), 
on Italy (some 450 milUon pounds) and minor amounts on other 
European countnes About 90 per cent of the American claims 
were on Great Bntam, France and Italy 

GERMAN REPARATIONS 

The obligation unposed upon Gennany to make reparation for 
war damages had its ongin m the Treaty of Versailles Fixing 
of the exact amount of reparation which Germany should be 
obhged to pay was delegated to a Reparation Commission charged 
with the responsibihty of deternumng the monetary sum to be 
paid in accordance inth general provisions of the peace treaty 
The reparation figures amved at by the commission (m 1921) 
amounted to approximately 132 bilhon gold marks (about 30 
bilhon dollars at the prewar rate of exchange) Annual pay- 
ments of 2 bilhon gold marks and 26 per cent of German exports 
or an equivalent amount were to be made by Germany to retire 
the debt * 

* Batsell, W R., The Debt SeUlenmit and the Fttlure, edited by the 
European Economic and Fbiitical Survey, Lecrsm Press Pans, 1927, p 21 

* Wheeler Bevnett, Johx, and Hvuh Latuier, Informalion on the 
Reparation SeUlemeni George Allen A Unwin, Ltd , London 1930, pp 44,46 
The United States, having failed to ratify the Versailles Treaty, n^tiated 
a separate debt settlement agreement with Germany over and above the 
132 billion gold marks m question 
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Transfers of wealth from one nation to another may take the 
form of gold movements, of security movements, of commoditj^ 
movements, of sendees rendered or of territory ceded. Ger- 
many’s colonies were transferred to Allied nations and Alsace- 
Lorraine was given back to France; these territorialsettlements, 
however, and certain other property transfers were apart from 
the 132 billion marks which were to be paid in the form of repara- 
tions. It was not contemplated in the agreement that Germany 
should liquidate any of this debt by ceding additional territory 
to the Allies. Furthermore, Germany was not in position to 
hquidate the debt by rendering services such, for example, as 
carriage of goods in international trade or entertainment of foreign 
tourists. She could not pay with gold because the gold which 
she possessed, in excess of a minimum necessary for maintenance 
of a stable currency system, was of little or no consequence. This 
leaves foreign securities held by German citizens or the German 
government and merchandise exports as the only mediums with 
which Germany might pay reparations. The annual payments, 
to repeat, amounted to 2 billion gold marks plus 26 per cent of 
German exports. Under this arrangement, payment of the debt 
with merchandise exports automatically added 26 per cent to the 
amoxmt due, and payment of this additional 26 per cent added 
another 26 per cent of 26 per cent, and so on indefinitely. Ger- 
many paid the first installment due August, 1921, with foreign 
balances already accumulated for the purpose. Her November 
installment was met with deliveries of coal and other materials. 
Coal was available for some further payments, and German 
citizens held an indeterminate amount of foreign securities which, 
however, were difficult for the government to find and get hold 
of. In analyzing the situation 'Mr. J. M. Keynes, who had 
contributed a brilliant analysis of the economics of the reparations 
problem in his Economic Consequences of Peace, ^ made the 
following obser\'’ation, August, 1921: “Some time between 
February and August, 1922, Germany will succumb to an 
inevitable default. This is the maximum extent of our breathing 
space.”* True to Kejmes’s prediction, German 3 ’’’s reparation 

1 Keynes, J. M., The Economic Consequences of Peace, Harcourt, Brace 
and Howe, New York, 1920. The preface was signed by Keynes at Kings 
C!ollege, Cambridge, November, 1919. 

* Stamp, Sik Josiah, The Financial Aftermath of War, Charles Scribner’s 
Sons, New York, 1932, p. 97. 
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pajmcnts had fallen into orn>*irs before the end of 1922, and the 
French wore maknij? jirtpamtiona to occup> tlie Ruhr 
InkstnnaljFis Germanj could not po««jhlj pay the reparation 
bill 05 Ptipulntoil Ihcou'O no nation or Rroup of nations wa? 
willinR to accept additional German cxjxirli nggrcRnling in ^alue 
the annual reparation m^tollmcnt^ The pattern of world 
industry wm such that a fnxonble Gorman trade balance 
sufficiently large to enable Gcrmaiij to meet her obhgalioos 
meant either a net increoso m merchnndi‘«c imjxjrts b> the Allied 
nations or increased capital loans bj them to other nations that 
Mould take the German exports The Allied nations were 
unMilling hrgclj to increase their net merchandise imports 
because fuch a proccihire Mtiuld haae rrsuUctl in more or Icsa 
business depression and bankniptej liquidation of some of their 
high-cost industnca Tnangiilnr trade in\olMng additional 
exports of German mamifactiires to indti«tnall> backward coun 
tries and additional imports of ran matenaLs and foodstuffs by 
the Allies Mas suggested This puggestion was of little help 
because all (he Allietl nations were exporters of manufactured 
goods m competition with Germany I urthermore, United 
Stales and Bnti-h dominions were great ran material and food 
atuiTs exporters TIioorcdcaHy, inereved exports of Gorman 
goods to relntnclj uiulcxeloped regions like South Amcnca 
China and Ru^ la romcidmg with capital loans by the Allies 
to these countnes might temiKiranly ha\ e poK cd the reparation 
transfer problem The capital loans might ha\c stimulated 
sufficient increase in rates of indu«tnal dea clopracnt m the Lack 
Msrd regions to jicnnit temporarj absorption of German exports 
Mithout a corresponding net reduction in Allied exports Capital 
loans Mere made to South American countries and to other 
indiistnallj backward rcgioas but political and ponological con 
ditions Mere not npe for rapid industnal expansion in these 
regions on a sound and profitablo basis The possible outcome 
of the Russian Rcaolution was aery uncertain in the early 
nineteen tM entice, Mfiife m ^^cx^co, ^uth Amcnca and C^ina 
political uncertainty did not augur well either for the long time 
planning necessary to huge and profitable expansions of capital 
equipment or for future secunty of property nghts The upshot 
of repantions Mas that men if Germany could have raised the 
pay ments internally by heaxy tax lexnes it was not possible for 
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her to transfer them to the Allied nations. What finally hap- 
pened was that Germany borrowed more capital from the Allied 
nations/ i.e., sold them more German securities, than she paid 
in the form of reparations. The Dawes plan of 1924 prepared 
the waj’- for large loans to be made to Germany and reduction of 
the amounts of armual annuity pa 3 'ments on reparations." 
This plan made possible a continuation of German pajunents 
viithout, however, sohdng the underlying difiiculties of the trans- 
fer problem. These difficulties centered, in la.st analj’-sis, largely 
in the United States, to which the European Allies were obligated 
for war loans.^ WTien reparations and war debts are both taken 
into account, Germany becomes the primary debtor and United 
States the primary creditor.^ Basically the liquidation of 
reparations and war debts as they stood after the Dawes plan 
went into effect would have immlved a vast flow of wealth from 
Germany through the European Allies to the United States. 
Only about 20 per cent of the aggregate of reparation payments 
would have remained as net increments to the wealth of the 
European Allies. The position of the United States in world 
economy during the nineteen twenties was that of a creditor 
nation which should have had an import merchandise balance. 
Transition from an export merchandise balance to a large import 
merchandise balance would have meant widespread industrial 
readjustment in this country. The difficulties of making indus- 
trial adjustments in the United States have been fully demon- 
strated since 1929. During the nineteen twenties it was easier 
to export United States capital to Germany and elsewhere more 

^ A large proportion of these so-called “Allied loans” was made by the 
United States. 

* The Dawes plan prepared the way for reduction of the reparation debt 
from around 30 billion dollars' to around 12 or 13 billion dollars. 

’ A separate treat}' was concluded between United States and Germany, 
August 25; 1921. It provided for negotiation of certain separate repara- 
tion obligations directly between Germany and the United States. Under 
the Dawes plan of 1924 provisions were made for including German repara- 
tion pa}'ments due America with other reparation payments. The magni- 
tude of the United States claim is suggested by the fact that her percentages 
of the total of the annuity payments provided for by the Young plan (1929) 
ranged from less than 4 per cent in 1930-1931 to less than 3 per cent in 
1980-1981. See Myers, Denys P., The Reparation Settlement, World Peace 
Poundation, Boston, 1930, pp. 64-67, 179-181. 

‘ See “Inter- Allied Debts,” beginning p. 401. 



406 DlSLOCATIhGIhFLVEHCESOF THE WORlD-fTAE PEBIOD 

or less regardless of the ultimate security of such ini estments, 
than «:quarelj to face the difficulties of mating modifications la 
this countrj ’s mdustnal structure necessary to collect her foreign 
debts 

Following a cessation of Amenean foreign loans m the late 
mneteen twenties, industrial activity m Europe and Amenca 
sank mto the trough of the most «e\ ere busmess depression m 
recent history After the depression had contmued unabated 
for about three jears, and when the fact that Germany was not 
gomg to meet her annuities had become qmte ob^^ous, 
the Lausanne Conference was opened (June 16, 1932) Outof the 
conference came the Lausanne Reparations Treatj between the 
German Reich and the go\emments of her prmcipal creditors* 
This treaty prepared the way for pro\’isional hquidation of the 
reparation debt bj debvery on the part of the German govern 
mcnt of 6 per cent redeemable bonds to the amount of 3 bilhon 
reichmarks gold (about 714 million dollars),* to the Bank of 
International Settlements, as trustee The word “provisional” 
IS used m the foregoing sentence becau«e the treaty bad to be 
ratified by the signatory powers before it could become effective. 
Furthermore, a “gentlemen’s agreement” was signed pmately 
the same day as the treaty (July 9, 1932) by representatives of 
Great Bntam, France, Italy and Belgium, makmg ratification 
conditional upon the reduction of mter Alhed war debts owmg 
to the Umted States 

The Umted States had attempted consistentlj to prevent the 
connectmg of inter-Alhed debts with reparations but without 
complete «uceess In fact, from a balance-of payments pomt of 
view reparations and mter Alhed debts were ineMtably inter- 
dependent, and from a pohtical pomt of view European diplo- 
macy made them so As already stated, the gentlemen’s agree- 
ment at Lausanne, referred to above, provided that reduction 
of reparations would be made by Germanj's creditors, if the 
Umted States would agree to reduction of war debts owmg to this 
countrj Smce July, 1932, all the prmcipal countries vnth large 

‘Belgiuin, Umted Kingdom, Nortli Ireland Canada New Zealand 
Umon of South Africa India, France, Italv, Japan, Poland Portugal 
Kumania Czechoslovakia and liigoclavia 

* The aggregate amount of the annuities had already been revised down- 
ward a second time under the \oiing plan of 1929 
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war-debt obligations to the United States have defaulted pay- 
ments on them. 

Reparations and inter-AUied debts were a source of foreign 
exchange difficulties and a cause of economic uncertainty during 
the whole period from 1919 to 1932. They are not buried yet, but 
apparently have been relegated to a category of reser^’^e sources of 
propaganda for influencing public opinion in the several countries 
concerned when and if occasions arise. 

INTERNAL DEBT 

Every national government that participated in the World War 
went deeply in debt to its citizens because the gigantic sums 
required to finance the War could not be raised in a short space of 
time by taxation alone. Taxation has psj^chological limits as 
indicated by its influence upon people’s wilUngness to support 
their government with a full measure of enthusiasm at a time 
when high morale is absolutely necessary to ^^cto^y. This is 
one of the reasons why governments resort to borrowing when 
need of funds for war purposes largely exceeds government 
revenue from customary sources. The sendees and commodities 
consumed during a war must come from past or current produc- 
tion but distribution of the burden of sacrifice may, in part, be 
postponed by borrovdng. The person who buys government 
bonds gives up claims to present goods in exchange for claims to 
future goods. Citizens who loan to their government through 
the purchase of government securities contribute claims to present 
goods for present uses, but they do not thus part with claims to 
wealth when both the present and the future are taken into 
account. Distribution of the burden of sacrifice occurs in this 
case when, sometime in the future, taxes are collected for the 
purpose of retiring the securities. 

Government expenditures amounting to from half a billion to a 
billion dollars a month in France, in Great Britain and in the 
United States — sums three to six times the tax revenue being 
raised in these nations for war purposes — ^were made possible by 
borrowing, paralleled by currency inflation. Purchasing power 
had to be placed at the disposal of the governments if the War was 
to be conducted with the utmost possible energj’. This was done 
by increasing the amount of bank currency. The governments 
issued treasury bills and discounted them at banks, thus creating 
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balances against •which to draw either orders or bank notes 
War loans were then negotiated and the proceeds used mainly for 
reducmg the fioatmg debt Among the most important dislocat- 
mg influences that grew out of the War have been monetary 
mstabihty resultmg from mtemal borrowing for war purposes 
combmed with inflationary methods of war finan cing 
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MONETARY DISTURBANCES AND PRICE UPHEAVALS 

All the belligerent nations inflated their currencies during the 
World War. Fmthermore, neutral countries experienced 
increases in their general price levels as a result of inflationary- 
policies, abnormal wartime demand, curtailment of production 
in Europe and abnormal world distribution of monetary gold 
reseiw^es.^ By “inflation” is meant an increase in amount of 
money and credit in use as compared -n-ith the aggregate of goods 
to be bought and a concomitant rise in the average level of prices. 
As the general price level in a country rises in response to infla- 
tionary influences the value or purchasing power of the customary 
monetary unit — the dollar, the pound sterhng, the franc, the 
mark — declines. Index numbers that would accurately measure 
changes in the general price level and reverse changes in the value 
of money would have to include all goods (both commodities and 
services) for which money was expended. Price averages so 
comprehensive as to include every class of goods for which money 
is spent in a particular country'^ are not available, but index 
numbers that are reasonably representative of general price level 
changes are available. One such index is computed from prices 
of hundreds of representative commodities bought and sold at 
wholesale. The rise and fall in the averages of wholesale prices m 
selected nations of Europe, Asia and North and South America 
during and after the World War are shown in Fig. 33. The 
dominant idea portray^ed in Fig. 33 is that during and after the 
War upheavals in price levels occurred both in belligerent 
nations and in neutral countries such as faraway^ Peru. Prices 

^ With regard to maldistribution of the world’s stocks of gold, take the 
United States as an outstanding example of a country^ in which gold accumu- 
lated. During the period 1914-1924 United States net imports of gold 
totaled nearly' billion dollars. Ordinarily this country', being a gold 
producer, has a net export of gold. Two and a half billion dollars’ worth of 
gold before devaluation of the dollar was from one-fourth to one-third of 
the world’s total monetary gold stocks. 
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^ were <i'::::i2sd or trebled between 1914 and 1920. 
■■ "rces were 4 to 5 times the prewar level in 1920. 
’ nre b pniss was made possible by large increases 

'Tr of fiat paps nensy in some countries and flights of 
'I'^eouDttKs, taadag abnormal expansions of currency 
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group of nations — Great Britain and United States, for example — 
price levels imdenvent a sharp decline during the nineteen twenties 
and nineteen thirties. Price instabilitj’’ prevailed everywhere. 

In France the yearly index of wholesale prices rose from 100 in 
1913 to 509 in 1920 and to 695 in 1926. In Great Britain the 
wholesale price index rose from 100 in 1913 to a high of 295 in 
1920; after 1920 it declined to 150 in 1926, and to a low of 91 in 
1933. The Japanese wholesale price index rose from 100 in 1913 
to a high of 259 in 1920; after 1920 it declined to a low of 116 in 
1931. The United States index rose from 100 in 1913 to a high 
of 221 in 1920 and declined to a low of 93 in 1932. The Peru^^an 
index rose from 100 in 1913 to a high of 238 in 1920 and decUned 
to a low of 170 in 1932. The wholesale price index for Germany 
is not available for the whole period imder consideration. In 
so far as German price data are available, they indicate that dur- 
ing the War the price rise in Germany was not so great as the rise 
in some of the other belligerent nations — France, for example. 
The German price index was not more than 2J^ times the prewar 
level in 1918 as compared with a French index 3 }^ times the pre- 
war level in 1918, a British index 2J4 times the prewar level in 
1918 and index munbers in United States and Japan ranging in 
1918 from 1.8 to 2.0 times the prewar figures. It was after the 
War that inflationary trouble of an extreme kind began in Ger- 
many. The German wholesale price index was 8 times its pre- 
war level by the end of 1919 and 17 times by March, 1920. 
After March, 1920, the Germans got their inflation in hand a bit 
just as every other coxmtry did and prices fell for a brief period. 
In August, 1921, the average of wholesale prices in Germany was 
only 14 times the prewar level. Then pohtical changes in Ger- 
many and reparations pressure from the outside started inflation 
on a grander scale than anything which had gone before. The 
German paper mark depreciated in value at a phenomenal rate. 
Values of the paper mark in terms of its prewar value declined as 
follows: 14 to 1 in August, 1921; 100 to 1, July, 1922; 556 to 1, 
October, 1922; 1,425 to 1, December, 1922; 19,000 to 1, June, 
1923 ; 74,000 to 1, July, 1923; 944,000 to 1, August, 1923; 7,000- 
odd million to 1, October, 1923; and 1,261,000 milhon to 1, in 
December, 1923. By the end of 1923, in other words, prices in 
Germany in terms of paper currency had almost reached infinity: 
the value of the mark was not far from zero. 




Fio 33 — I*a)EX ^ultBER3 o> TVnoLE«tiLE Pbices rr Fr-wce Gmat 
Britaim, Japan Perp avo United States 1913 to 1935 
1913 Equals 100 

Soriicx L»ic«eo(>Bloiia IrarAmtf 1928.1631 1932 bD(J 3/mlUir Su^Jt * 

«/ ‘ttdtiKu’f 12 D<c«mb«r 1933 asd eat I'cor-ivoA 1933-1936 Lied br eoarUar 

of latereauosal Docomeau Serr ce Cc^tunb • Uo Ttmtj r i w . 

e\crjT\here Prices m countncs with little gold could not con 
tinue to n e indefinitely without reduction m the i alue of paper 
monej to the zero point Paper marl.3 in Germanj ‘ did, in time, 
become practicallj worthless During the nineteen twenties 
some countries tied their currencies to gold by devalumg them, 
other countries attempted to tie their currency units to gold or to 
remain on a gold standard at prewar panties In the latter 

> Data not shonn m Fig 33 because the senes is incomplete and the pnee 
nse too extreme for convenient plotting 
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group of nations — Great Britain and United States, for example — 
price levels underwent a sharp decline during the nineteen twenties 
and nineteen thirties. Price instability prevailed everywhere. 

In France the yearly index of wholesale prices rose from 100 in 
1913 to 509 in 1920 and to 695 in 1926. In Great Britain the 
wholesale price index rose from 100 in 1913 to a high of 295 in 
1920; after 1920 it declined to 150 in 1926, and to a low of 91 in 
1933. The Japanese wholesale price index rose from 100 in 1913 
to a high of 259 in 1920; after 1920 it declined to a low of 116 in 
1931. The United States index rose from 100 in 1913 to a high 
of 221 in 1920 and declined to a low of 93 in 1932. The Peruvian 
index rose from 100 in 1913 to a high of 238 in 1920 and declined 
to a low of 170 in 1932. The wholesale price index for Germany 
is not available for the whole period under consideration. In 
so far as German price data are available, they indicate that dur- 
ing the War the price rise in Germany was not so great as the rise 
in some of the other belligerent nations — ^France, for example. 
The German price index was not more than 2 ) 4 . times the prewar 
level in 1918 as compared with a French index times the pre- 
war level in 1918, a British index 2^ times the prewar level in 
1918 and index numbers in United States and Japan ranging in 
1918 from 1.8 to 2.0 times the prewar figures. It was after the 
War that inflationary trouble of an extreme kind began in Ger- 
many. The German wholesale price index was 8 times its pre- 
war level by the end of 1919 and 17 times by March, 1920. 
After March, 1920, the Germans got their inflation in hand a bit 
just as every other country did and prices fell for a brief period. 
In August, 1921, the average of wholesale prices in German}’- was 
only 14 times the prewar level. Then political changes in Ger- 
many and reparations pressure from the outside started inflation 
on a grander scale than anything which had gone before. The 
German paper mark depreciated in value at a phenomenal rate. 
Values of the paper mark in terms of its prewar value declined as 
follows: 14 to 1 in August, 1921; 100 to 1, July, 1922; 556 to 1, 
October, 1922; 1,425 to 1, December, 1922; 19,000 to 1, June, 
1923; 74,000 to 1, July, 1923 ; 944,000 to 1, August, 1923 ; 7,000- 
odd million to 1, October, 1923; and 1,261,000 mfllion to 1, in 
December, 1923. By the end of 1923, in other words, prices in 
Germany in terms of paper currency had almost reached infinity: 
the value of the mark was not far from zero. 



Table 70 — Wholesale Price Indices in LFAniNo Nations, 1913-1035 
(1013 - 100) 
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In addition to the indices shown in Fig. 33, price indices 
for Germany after revaluation of the mark and price indices 
for Belgium, Italy, Australia and Spain are given in Table 70. 

The monetary units of Germany, France, Belgium, Italy and a 
number of less important countries were devalued before the end 
of the nineteen twenties.^ In other countries price levels under- 
went substantial reduction during the nineteen twenties and the 
early nineteen thirties. 

EFFECTS OF WAR AND POSTWAR PRICE DISTURBANCES 

Much has been said and written in recent years concerning 
monetary history, theory and practice during and since the War. 

^ The German Mark . — In late 1923 when German marks had become 
practically worthless as mediums of exchange a new currency, the Renten- 
mark, with limited issue and mortgage securities behind it, was put in 
circulation. The new Rentenmark was equal to a gold mark, 4.2 Renten- 
marks being equal to Sl.OO (before United States devaluation in 1933). 
One Rentenmark was equal to 1 billion old paper marks, which had an 
external exchange value of 23.8 cents before United States devaluation in 
1933. In 1924 the reichsmark came into being with the Dawes plan. The 
reichsmark had the same value as the Rentenmark, i.e., one reichsmark was 
worth 1 billion old paper marks or 23.8 cents. With the issue of the reichs- 
mark provision was made for retiring the Rentenmarks within two years. 

The French Franc . — By 1926 inflation had gone so far in France, the 
public debt was so large and the government budget so far from balance that 
deflation by an amount necessary to link the franc to gold at the old value, 
19.3 cents (before United States devaluation in 1933) or 4.48 grains fine gold 
content, was out of the question. What France did was to elect a strong 
government in 1927 which set in motion policies of economy and increased 
taxation necessary to link the franc ndth gold at a new value of only 0.91 
grain of fine gold, 3.92 cents in United States money (before United States 
devaluation in 1933). After a period of de facto stabilization, an act of 
stabilization was passed in Jime, 1928. The franc was devalued again in 
1937. 

The Italian Lira . — ^The lira was devalued in 1927. The prewar gold lira 
contained approximately 4.4 grains of fine gold and was worth at par 19 cents 
in United States money (before devaluation in 1933). The new devalued 
gold lira contained only 1.22 grains of fine gold and was worth at par approxi- 
mately 5.26 cents in United States money (before de%’aluation in 1933). 

The Belgian Franc . — ^The Belgian franc was devalued in 1926. The 
prewar gold franc contained approximately 4.48 grains of fine gold and at 
par was worth 19.3 United States cents before devaluation of the dollar 
in 1933). The belga equivalent to 2.93 grains of fine gold and 13.9 United 
States cents (before devaluation in 1933) was adopted as the new imit of 
account for exchange transactions. The belga exchanged for 5 paper francs. 
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The moie controver'^ial aspects of the subject had best be left to 
monetary specialists However, a few accepted facts and con- 
clusions are necessary to clanficatton of general international 
trade aspects of post-nar monetary disturbances In the first 
place it IS IV ell to recall the fact that the currencies of many 
nations ceased to be freely convertible mto gold during the War 
In this category were the currencies of Germany, Great Bntam, 
France, Italy, Belgium, Austna-Hungary, Russia and other 
important nations In the second place, nations which left the 
gold standard during the War have experienced great difficulty 
m their attempts to reestabbsh and to maintain stable gold 
standard monetary systems smce the War, their efforts to regain 
gold have contnbuted to monetary confusion both at home and 
abroad "In the whole history of money there has never been 
such a revolution as that connected mth the World War 
A third conclusion — one that is so obvious as to need no araplifi 
cation — IS that unless the leadmg commercial countries of the 
world do reestablish free gold standard monetary systems, gold 
flows cannot function as a stabilizer of exchange rates Finally, 
ev eryone who is at all familiar with economics recognizes the fact 
that postwar pnce disturbances have contnbuted to instability 
m the internal economies of nations and to extreme venations m 
foreign exchange rates Internal economic dvscquilibna and 
erratic exchange rates have, xn turn, encouraged the erection of 
trade barriers and in other w ays have retarded the customary flow 
of international commerce 

DEFLATION, UNEMPLOYMENT AND POLITICAL UNREST 

One of the most convinrang iildications of economic distress 
in a country is widespread unemployment Although statistics 
of unemployment are incomplete, enough data are available for 
rough comparisons of the extent of involuntary idleness m leadmg 
countnes before and after the War The prewar data for Great 
Britain are not candiisi.Vft,hiit-,suhh8atIiftY are, they an 

average unemployment for the three decades prior to 1914 of 
about 5 per cent of the work people of classes now insured ® In 

' Cassel Gustav, Post tiar Monetary Slabilieatwn, Columbia University 
Press New York, 1928, p I 

* The insured classes of w orkera are reasonably representative inasmuch 
as they mclude t\ orkers m major industnes such as manufacturmg, mining, 
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the United States, census enumerations of unemployment for 
1889 and 1899 supplemented by a number of sample studies 
indicate the average number of idle workers for the three decades 
prior to 1914 to have been in the neighborhood of 7 to 10 per cent 
in such trades as manufacturing, transportation, building and 
mining. For Germany, prewar unemployment data are too 
fragmentary for even a rough estimate of the average. However, 
there is no reason to believe that unemplojunent in Germany was 
any greater, in terms of a percentage of total working population, 
than that in the United States. Between 1920 and 1930 unem- 
ployment iu Great Britain averaged about 12 per cent of the 
insured workpeople.^ The average percentage of unemployment 
among insured workpeople in Germany from 1924 to 1930, 
iuclusive, was about the same as that in Great Britain; between 
1920 and 1924 (during the period of initial postwar depression, 
extreme inflation and collapse in the monetary system) the 
German figures were very erratic. "While inflation was in progress 
very little imemployment existed. With stabilization, unem- 
ployment rose to a high point of 28 per cent in December, 1923.® 
In the United States, during the nineteen twenties, the percent- 
age of workers unemployed because of slack demand for labor 
appears to have been equal to or in excess of the prewar average 
figure.® On the whole, the percentage of unemployment during 
the nineteen twenties in leading industrial nations, taken as a 
group, appears to have exceeded the prewar percentage by a 
substantial amount. Furthermore, betv'cen 1930 and 1936 the 
world experienced what is generally conceded to have been the 
severest and most widespread industrial depression in modem 
history. Conservative estimates of the numbers unemployed 
in the United States, Great Britain and Germany during the peak 
of depression in the early nineteen thirties run as high as 20 to 
30 or more per cent of the working populations in these nations. 
In other countries the extent of postwar unemployment has 


transportation and building. See Hansen, A. H., Economic Stabilization 
in an Unbalanced World, Harcourt, Brace & Company, New York, 1932, pp. 
124, 125, 126, for further discussion and for references. 

* Statistical Abstracts of the United Kingdom; the average figure for unem- 
ployment, 1921 to 1930 inclusive, was 12.4 per cent of the insured work- 
people, insurance being compulsory'. 

* See Hansen, op. cit., pp. 138, 139, 140. 
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vaned — some countnes iia\e had more than the average, ■some 
less In general, there appears to have been a worldwide 
mcrease m the irreducible minimum of chrome unemployment 
since the War * 

In the face of widespread unemployment, pohtical revolutions 
and threats of revolution, political leaders have hesitated tosup- 
port currency measures that would necessitate wholesale 
bankruptcy hquidation of industnes with overvalued capital 
equipment, wage reductions and temporary mcrease m numbers 
of jobless Pohtical battles have waxed hot m Great Bntam, 
France, Germany, Italy , United States and other nations ov er the 
question of deflation Creditor classes (bondholders holders of 
life insurance pobcie«!, savings bank depositors endowed institu- 
tions such as umversities, hospitals and research laboratones, 
that hav e followed consen ative mvestment practices, mortgagees 
and other holders of obligations payable m a fixed number of 
monetary units) have favored deflationary pobcies Debtor 
classes, on the other hand, have favored inflationary policies 
The debtor clasees include owners of city real estate, stoc^olders 
in financial and industrial corporations, holders of railroad and 
public utihty stocks and farmers whose property is mortgaged 
The fact is obvious that a large part of the people of a nation are 
both creditors and debtors Nevertheless, the balance of mterest 
of large groups tends to swing cither one w ay or the other A 
third group, including wage earners and nonpropertied classes, 
has tended to favor inflationary policies because they make for a 
temporary period of full employment and high wages A part 
of this third group has also supported sociahstic and com 
munistic «chemes Deflationary pohcies tend to strengthen the 
hand of radical groups and if earned far are hkely to put con 
servativ e admmistrations out of office Inflation, while it lasts, 
increases numbers of jobs and tends to raise money wages In a 
period of inflation producers hasten to build up their merchandise 
inventories and, if the pnee n^e is long sustained, plant expansion 
is likely to occur This aE goes to create more jobs Further 
more, a nation may be able temporarily to augment its favorable 

*For additional unemployment statistics dunng the nmeteen twenties 
and thirties see League ol Natanis, SUdisltcal YtarA>o6h 1931-1932 pp 
58-81, and earlier issues. World Eeorumte Survey 1931-1932, pp 240-244 
and other pubLcations of the Lessee of Nations. 
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mternational trade balance or reduce its unfavorable trade 
balance — as the case may be — ^by pursuing an inflationary policy. 

INTERNATIONAL EXCHANGE RIVALRIES 

When a nation divorces its currency from gold and permits 
inflation in excess of that prevailing in competitor countries, the 
value of its currency depreciates in terms of foreign currencies 
more quickly than internal prices and production costs rise. The 
inflationary country's export merchandise becomes cheaper in 
terms of foreign currencies; its import merchandise becomes 
dearer in terms of domestic currency. For example ; let us assume 
that files, produced in the United States, were quoted for export 
in June, 1931, at $19.44 a gross and that British files similar in 
kind and comparable in quality were quoted for export at the 
same time for £4 per gross. After Great Britain went off gold 
in September, 1931, the doUar-sterling exchange rate declined 
rapidly. The rate was $4,865 to the pound in June, 1931. By 
December, 1931, it had declined to $3,374 to the pound. The 
value of British paper pounds declined during this period approxi- 
mately 31 per cent in terms of dollars. During the same period 
wholesale prices in Great Britain rose only 3 per cent. Let us 
assume that prices of files rose by the same amount, f.e., 3 per 
cent. The situation in December was, therefore, as follows: a 
gross of files could be purchased in Great Britain (for export) for 
4.12 pounds’ worth of United States money, i.e., $13.90 (4.12 X 
$3,374). Similar files (for export) still cost approximately 
$19.44 a gross in the United States, in December, 1931. As a 
result of the depreciation in British exchange, Britishers got more 
of the export business in files and United States competitors got 
less. Similarly, Britishers got a larger share of the export busi- 
ness in other commodities so long as sterling exchange was 
depreciated more than internal British prices were appreciated 
and so long as foreigners refrained from putting retaliatory 
measures into effect. Changes in doUar-sterling exchange rates 
and changes in wholesale prices in Great Britain from June, 1931, 
to December, 1932, are shown in Table 71. 

Coming as it did in the depression phase of a severe business 
cycle. Great Britain’s termination of the gold standard in 1931 
appears to have prevented a sharp decline in her internal price 
structure. The poimd depreciated about 33 per cent in terms 
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Table 71 — Dollar STERLCfO Exckance Rates aot) CHA^aE3 ct 
Wholesale Prices cr Great Britadt June 1931, to 
Deceaibbr 1932^ 


Year and month 

Dollar sterling 
exchange 

Wholesale 
pnee, Umted 
Kmgdom 
board of 
trade mdex 
1913 = 100 

Dollars 

Index 

54 866 » 100 

1931 




June 

4 86o 

100 

103 

July 

4 8o6 

100 1 

102 

August 

4 858 

100 

100 

September 

4 531 

93 

99 

October 

3 889 

SO 

101 

November 

3 720 

76 

106 

December 

3 374 

69 

106 

1932 




January 

3 431 

70 

106 

February ' 

Z 458 

71 

105 

March 

3 639 

76 

105 

April 

3 750 

77 

102 

^fay 

3 675 

75 

101 

June 

3 647 

75 

98 

July ! 

3 550 

73 

98 

August 

3 476 

71 

100 

September 

3 471 

71 

102 

October 1 

3 340 

69 

101 

November 

3 275 

67 

101 

December 

3 279 

67 

101 


>8oubce Lracueof ItAtioni UonlUg n afSlatutta, June 1932 pp. 262,276 Aod 
JuukrT 1933 pp 34 88 Lfed bj courtesy of lnt«nia(J<n>a] DocumeaUSemee Columbia 
Dmvtrtity Press 


of dollars between June, 1931, and December, 1932 British 
wholesale prices remained fairly stable dunng this period, whereas 
wholesale pnees m Umted States, Germany and France dechned 
13 per cent, 18 per cent and 20 per cent respectively Bntish 
pnees do not appear to have been mflated by an amount sufficient 
to equahzc the depreciation of the pound m foreign transactions at 
any time dunng the penod June, 1931, to December, 1932 
As IS to be expected from the foregomg conditions, Great Bntam’s 
export position relative to that of France Germany and Umted 
States improved somewhat after her currency was divorced from 
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gold. In dollar values, British exports vrere 25 per cent of the 
total exports of Great Britain, United States, France and Ger- 
many in 1930. In 1932 Great Britain's proportion of total exports 
of these four countries (in dollar values) vas 27 per cent. This 
increase of 2 per cent in Great Britain’s share of exports of the 
four countries in question is not large enough to be conclusive 
proof of the effects of exchange depreciation. Furthermore, in a 
period of price upheaval many economic forces that affect mer- 
chandise exports and imports come into play, forces the separate 
effects of which cannot be measured. For these reasons, the 
foregoing data serve more as an arithmetic demce for clarifying 
deductive reasoning concerning the relation of depreciated 
currencies to merchandise trade than as statistical proof of the 
thesis. 

For reasons similar to those explained with the British illustra- 
tion, devaluation of the dollar in 1933 tended, probably, to stimu- 
late United States exports and to retard imports. Other examples 
of exchange depreciation might be cited in the case of Japan, 
Germany, France and other nations at one time or another since 
the War. 

Policies of exchange depreciation adopted for the purpose of 
gaining foreign 'trade advantages are, in general, shortsighted 
- and fundamentally unsound for at least two reasons. In the 
first place, the advantage, at best, can be only temporary. As 
soon as the lag between rising internal costs and depreciation of 
exchange has been viped out, the trading advantage ceases to 
exist. In the second place, aU countries cannot gain exchange 
depreciation advantages over their rivals at one and the same 
time. What some nations gain in this respect others must lose. 
As a result currency depreciation on the part of one nation is 
likely to lead to competitive currency depreciation on the part of 
many nations. 

Exchange stabilization with rates varying within narrow limits — 
either the limits fixed by the upper and lower gold points or 
limits fixed by international agreement and maintained by the 
use of stabilization funds provided for the purpose by the several 
cooperating nations — unites ail the cooperating nations for 
common good. However, the advantages to all of exchange 
stabilization cannot be enjoyed vdthout some or all parties to the 
agreement ma kin g certain sacrifices which accompany internal 
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deflation Since the ‘War, the leading nations have not been able 
to agree upon rates of stabilization that would be satisfactory to 
all concerned France and Germany and a number of other 
nations did not ‘lenously attempt to undergo the enormous 
amounts of internal deflation that would have been necessary 
to estabUshment of prewar exchange panties with Great Britain 
and Umted States Great Bntain attempted to stabibze her 
currency at its prewar gold value but abandoned the attempt m 
1931 Umted States de\alued her dollar m 1933 The least 
that can be said is that a lot more mtemal readjusting will be 
necessary before the currencies of all the leadmg nations of the 
world are again Imked together by a system of exchange rates 
that fluctuate withm narrow Iiimts 

The sooner these adjustments are made the better it will be 
for all countnes concerned “We cannot have both our separate 
national desires and also the ad\aotages of the gold standard 
Our object must be to maintam a standard mtcmationallyf 
which Tiill go on working and ptoduemg pnee stabihty, despite 
folly and ignorance and sectional disadvantage 

iSiAitp TkeFinanctalAfltftnalhofirar,pp 148-149 



CHAPTER XXX 
RfiStJMfi 

During the century between the Napoleonic Wars and the 
World War culture and capital flowed in all directions from 
sections of western Europe, where the Industrial Revolution 
first got under way. Initially Great Britain and later France, 
Germany and Belgium developed industrial communities from 
which manufactured products were exported to distant parts 
of the world and to which raw materials were dranm. The 
intensely industrialized regions of western Europe became centers 
of international banking and trading as well as centers of manu- 
facturing. The spread of industrialism from England to Bel- 
gium, France, Germany and United States, and thence to 
undeveloped regions in Oceania, Asia, South America, south- 
eastern Europe, Russia and Africa was to the mutual economic 
advantage of all countries concerned. Localities farthest 
advanced in the mastery of new manufacturing and transporting 
techniques could accumulate wealth most rapidly by buying 
raw materials and selling finished goods. The more advanced 
countries supplied power resources, labor, machines, trans- 
portation facilities and other forms of capital equipment, banking 
facilities and industrial leadership. The less advanced regions 
which were sparsely populated — the Americas, Oceania — gave 
of their abundant supplies of cheap foodstuffs and fabricating 
materials in exchange for manufactured goods, scientific knowl- 
edge and capital. The densely populated East exchanged 
spices, silks, works of art and other luxury goods for the products 
of Western manufacture. Trade with industrially backward 
re^ons was financed with European loans. The loans were 
accompanied by European ideas and European emigrants. 

In the course of time, expansion of the highly industrialized 
parts of Europe at rates in keeping with their growing capacity to 
produce and save became more difficult. As a result, competition 
for spheres of .influence increased in intensity, releasing old 

421 
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fears and rivalries \rhich for a time had been in a quiescent 
■state ^ Germany’s aggressiveness m expanding her overseas 
trade after about 1900 came m conflict with British mteresta 
France and Italy looked askance at the expansion of German 
influence m southeastern Europe The tension m Europe 
mcreased noticeably after about 1900 

Dunng the last half of the nineteenth century, Umted States, 
hke Germany, largelj completed the mitial stages of her internal 
mechamzation This countij, like Germany, had been a rich 
field for finCish ini estments but the time approached when the 
Umted States would be seeking foreign mvestment opportunities 
m competition with Great Britain Also, by the end of the 
mneteenth century foundations of mdustnalization m New 
Zealand, Austraha and Canada had been laid Under the shelter 
of protective tariffs, home manufactures m these countnes 
were beginning to compete vigorously mth foreign goods before 
1914 IndustnahzattoQ had not gone far m Afnca, parts of 
South Amenca, Asia, Russia or eastern Europe at the beginning 
of the twentieth ccnturj However, European expansion mto 
these areas at a rapid rate was hazardous because of pohtieal 
instabiht} m the regions m question and jealousies on the pari 
of the great capital-exportmg nations In spite "of the hazards 
mvolved capital exports from Great Britain, Germanj, France 
and other capital lending countnes were largely increased 
between 1900 and 1914 AMth the increase went an 

expansion of the total volume of inlemational trade an accentua 
tion of mteraational competition, a yeasty and uneasy turmoil both m 
the lending and the borrowing countnes — the various forms of trade 
rivalry fomented by nationalistic sentiment and by economic jealousies 
and fallacies which contnbnted so largely to the ensumg war * 

There is difference of opinion among intelligent students of 
hiatory, pohtics and economica as to whether economic com 
petitios irss soiOBg the rncn? tispert&at causes af the JTiwW 
War Be that as it may, the War occurred Dunng its progress 
economic changes were accelerated and by the time peace was 

‘ The Franco-Prussian War to the e ghteen seventies was the only major 
European war dunng the 100 years immediately precedmg 1914 

^TacssiD F W Jnlemaiufftal Trade 1927 p 246 reproduced by 
permission of The Macmfllan Company, IHibhshers. 
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achieved economic maladjustments liad become seriously 
accentuated. 

Between 1914 and 1920 industrial developments occurred in 
United States, Japan, Canada, New Zealand, Australia, South 
American countries and elsewhere that in peacetime might 
have been spread over a quarter century. Furthermore, the 
European industrial machine was thrown out of harmony with 
peacetime conditions in the rest of the world. Inflation, destruc- 
tion of capital and diversion of productive energies to war pur- 
suits left the belligerent European nations in a state of almost 
complete economic disorganization. The United States emerged 
from the conflict a creditor nation and a ^dgorous bidder for 
profitable opportunities to invest more capital abroad. Japan 
emerged from the War firmly entrenched in Eastern textile 
markets. In Canada, New Ziealand and Australia protectionist 
sentiment was stronger after the War than it had been before. 

During the whole of the postwar period world economy has 
been in a state of almost continuous confusion. The short 
period of apparent return to widespread prosperity prior to the 
nineteen thirties was highly artificial, resting as it did upon 
unstable exchanges and policies of borrowing which could not 
possibly continue indefinitely. Similarly the apparent pros- 
perity of the nineteen thirties, such as it is, rests upon an unsolid 
base. One of the more important indications of postwar economic 
confusion has been the extreme instability of monetary systems. 
The nineteen twenties found most of the European nations with 
inflated, paper-money standards. Gold was flowing to the 
United States in payment of wax obligations. Continuation 
of gold flows to this country or wholesale cancellation of war 
debts was inevitable because United States tariff barriers 
prohibited a large increase in merchandise imports in relation to 
merchandise exports. This impasse aggravated the difficulties 
of deflating European currencies and of reestablishing stable, 
gold-standard money systems in Europe. The political and 
business leaders in the United States were either ignorant of 
the fimdamentals of this country’s economic situation after 
the War, or, realizing the magnitude and the costs of deflation, 
postponed the day of reckoning as long as possible. 

The severe industrial depression which began in 1929 and 
continued far into the nineteen thirties corrected some of the 



424 DISLOCA TIh G INFLUENCES OF THE WORLD-WAR PERIOD 

causes of maladjustment earned o^er from the War Howe^e^, 
recovery measxires vere brought mto play of a Lmd which them 
«!eh es are bkely to become causes of difficulty later on * As 
time passes it becomes more difficult to distmguish among 
possible ongins of disturbing economic factors responsible for 
economic circumstances since the \^orld TVar Some of the 
causes of eiostmg economic difficulty are a carr 3 -o\er from the 
wreckage of war, others maj be traced to emergencj measures 
introduced since the Vi ar, while still others are by products of 
slow-mo^mg processes of economic and pobtical ei olution that 
were m progress long before 1914 

In broad outhne, world trade now is not \ erj different from 
world trade pnor to 1913 Great Bntain, Germany, France and 
Belgium evport manufactured goods, extend capital loans to less 
industnabzed parts of the world and import raw matenals 
Industrial specialization m Europe encourages a brisk trade 
among those countnes wbich ba\e the most intense manufac- 
turing systems as well as trade between manufacturing centers 
and agncultural hinterlands of Europe Howe\er, clow 
examination reveals two conditions that maybe significant of long 
contmued economic and pobtical mstabibty The first is retarda- 
tion m rates of growth of manufacturing, mining and external 
commerce m leadmg European nations The second is decline 
in the proportion of world commerce and manufacturing that 
centers in western Europe lodicatne of manufacturmg are 
trends m metal output * In 1913 Europe produced about 48 per 
cent of the world’s annual output of metals, m 1926, 37 per cent, 
and m 1934, 40 per cent Trends m textile and other leading 
manufactures have moved m a similar direction As was to be 
expected, Europe’s share of the world’s trade has declined along 
with the decline m her share of world manufacturing In 1913, 
Europe had about 60 per cent of the world's total exports and 
imports, m 1926 she had only about 47 per cent and in 1935 
about 49 per cent ^7ortb America^ portion of worfd comiaerce 

* Devaluation of the United States dollar, for example 

* The compansons to follow come from League of Nations, ifemorandum 
on Produdton and Trade, 1913 and 1923-1926, Geneva 1928, Foretgn Com- 
merce Yearhook, U 8 Department of Commerce, 1936 and League of 
Nations WorldProdudtonandPrteea, 1^5-1936, p 133 T7«ed by courtesy 
of International Documents Service, Columbia University Press 
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was about 14 per cent in 1913, 19 per cent in 1926 and 19 per cent 
in 1935. Asia’s proportion of world commerce was about 12 per 
cent 1913, 17 per cent in 1926 and 16 per cent in 1935. It is to be 
expected that European industry will decline in economic impor- 
tance in relation to that of the rest of the world as population and 
industry grow in sparsely settled regions. Possibly, more sig- 
nificant than the decline in Europe’s relative position in industry 
and commerce is the fact that her share in world industry and 
world trade has decreased during the last two or three decades 
more than her share of the world’s population. In 1913 Europe’s 
proportion of the world’s population was about 28 per cent; in 
1926 it was 27 per cent and in 1935, 26 per cent. Let us bring the 
foregoing data together in tabular form by way of summary. 


Table 72. — Indications of Change in Edeope’s Position in World 
Production and World Comiierce since 1913 
(Per cent) 


1 

1913 

1926 

1935 

Europe’s proportion of world population 

28 

27 

26 

Europe’s proportion of world production of metals 

48 

37 

40 (1934) 

Europe’s proportion of world exports and imports 

60 

47 

49 


Inasmuch as political and economic strength tend to go hand 
in hand, trends such as those indicated in Table 72, if continued, 
would seem to foreshadow a waning of European political 
influence in parts of the world slower than western European 
nations to take advantage of their manufacturing and trading 
potentialities. It is doubtful if a change of this kind can occur 
without affecting national policies of e.xtemal financing and 
external trade. The mere fact that Europe’s . share of world 
industry and commerce appears to have declined during the 
last two or three decades is not in itself evidence that the trend 
vdll continue. However, neither a continuation of the trend 
nor a reversal of the trend can occur without bringing in its 
wake industrial readjustments of one kind or another. Already, 
Great Britain, France, Germany, Italy and lesser Continental 
countries have had recourse to postwar trade restrictive measures 
of one kind or another (tariffs, currency depreciation, etc.) in an 
effort to stabilize their domestic economies. These restrictive 
measures are indications of a long-drawn-out period of industrial 
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rearrangement because they ^et m motion forces which male 
themseH es felt m industry alter industry and in country after 
country long after the initial impulse hao «rub£ided 
In a world as unsettled as that of the nineteen thirties few per 
«^ns there are who would hazard a confident judgment concern 
mg what changes m world industry and trade may occur dunng 
decades immediately ahead. Nevertheless, m carvmg out its 
own national pohcy m respect to international economic relations 
everj nation is obhged to tale cognizance of the directions m 
which pohtical-economic policies in other nations appear to be 
movmg 



PART’VTI 

RECENT COLBIERCIAL POLICY TENDENCIES 

INTRODUCTORY 

Long-time historical influences that affect international com- 
mercial relations are, at present, confused with war-bom 
abnormalities of a more transitory character. Some of the latter 
may, in time, disappear altogether. Extreme instability of 
foreign exchanges and inter-AUied debt problems are examples. 
There is little reason to believe, however, that the commercial 
policies of all nations will settle back into their prewar grooves. 

In a competitive world economy foreign competition may force 
industrial rearrangements in some nations, of such a character 
as to leave them in relatively weaker positions in the community 
of nations than they formerly enjoyed. This phenomenon is not 
new. Phoenicia was at one time the leading commercial nation 
of the world. A few centuries later Greek commerce over- 
shadowed that of Phoenicia. In the nineteenth centurj'^, Great 
Britain surged foward to become the leading commercial nation. 
Possibly Japan, Russia, Germany, United States or some other 
nation will be next to assume the leading role in world trade. 
Changes of this magnitude proceed slowly; they seldom come to 
fruition without wars. Today Germany, France, Japan, Russia, 
Great Brit-ain, Italy and the United States are all enlarging 
their armaments in preparation for the next war, which many 
careful students believe may occur within a generation. War 
motives tend to divert economic forces. These considerations 
the economist must take into account if he would retain a modi- 
cum of realism in his interpretation of existing national commer- 
cial policy in international relations. Considerations of war and 
peace are not, however, the primary interest of the economist. 
The student of international commercial policy, from an economic 
point of view, is interested primarily in such considerations as the 
international migration of industries, currents of merchandise 
trade, international movements of capital and the financial 
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expediencies which states resort to from time to time in efforts 
better to coordinate their internal economies with their external 
commerce Among the expediencies in question are import 
tariffs, quantitati\ e control of merchandise exports and imports, 
foreign exchange restrictions and currency de% aluation. Seldom 
are either national economic objectives or national commercial 
pohaes clearlj defined However, certain long-time tendencies 
and their underlying causes may sometimes be discerned amidst 
a seemingly hopeless confusion of conflicting, short-run, expedi- 
ency measures 



CHAPTER XXXI 


BRITISH POLICY AND OUTLOOK 

The manner in ■which Great Britain’s tariff policy of the nine- 
teenth century was shaped by the peculiar needs of her economy 
and the philosophy of the classical school has already been 
described. The production advantages of free trade, together 
■with the early start of British industries in the employment of 
power machinery, had no small part in making the island kingdom 
the most wealthy and powerful of the great nations of the nine- 
teenth century. Before the World War, Britons clung doggedly 
to the philosophy of world-wide free trade. British colonies and 
dominions a^tated from time to time for imperial preference in 
the sale of raw materials in the English market, but the govern- 
ment in London was reluctant to make any engagements that 
would not permit British mdustry to purchase in the most 
advantageous markets. Since the World War, Britain's policy 
in intemational commerce has undergone modifications that, tem- 
porarily at least, constitute a reversal of her traditional free- 
trade policy. 

FREE TRADE GIVES WAY TO PROTECTIVE LEGISLATION 

Among the many influences that affected the policy of^Great 
Britain toward external trade after the War, some are fairly 
ob'vdous. One was a desire for greater self-sufficiency in food- 
stuffs. In 1917, the possibility of surrender, caused by submarine 
warfare and starvation, was imminent. The submarine danger 
impressed upon the minds of Englishmen — common folk as well 
as political and business leaders — the fact that Great Britain 
was an insular nation, dependent upon overseas markets for a 
large part of her food supply. This realization pro\uded political 
support for legislative subsidies calculated to extend agricultural 
pursuits in the United Kingdom. Another reason for legislative 
protection of Great Britain’s home market, after the War, is to 
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be found m a tendency of foreign markets for Bntish manufac- 
tures to drj up Tanff bamers imposed by foreign countries 
against imports of manufactures iras one of the pnncipal causes 
of Great Bntam’s difficultj m findmg adequate outlets for her 
manufactures Markets that were protected bj import tariffs 
before the War were surrounded by even higher duties after the 
War There was the problem of how to keep foreign markets 
from bemg progressively restricted by tanff legislation Also 
there was the problem of what to do about low-cost foreign 
competition m neutral markets Japanese competition m 
textiles, after the War, was a senous obstacle to postwar revival 
m the Bntish textile trade Necessity for curtailment m the 
operations of Bntish textile factones became mcreasmgly 
embarrassing year by year In this case protecti\e legisla- 
tion could not directly assist Manchester spinners and 
weavers because Bntain’s textile mdustry was on an export 
basis Nevertheless protective legislation might facihtate the 
buildmg of home industnes to manufacture import goods, thus 
contnbutmg to mduction of some of the idle workers into new 
mdustnes Protective measures are not uncommonly resorted 
to m penods of unemployment in declining export mdustnes, 
even though positive action m the way of biuldmg stronger 
export industries m fields where foreign competition is less 
effectiv e might be the wiser long-run course of action A third 
reason for postwar protective legislation m Great Bntam is sug- 
gested by the so-called "key mdustnes” argument for subsidizmg 
production of goods which the War had shown to be necessary for 
military preparedness Why should England be dependent upon 
her potential enemies for such a wartime necessity as gun sights? 
A fourth motive for postwar protection m Great Bntam grew out 
of the idea of a more closely knit, more self-sufficient Bntish 
Empire to be achiev ed through a tanff system with provisions 
for impenal preferences The mov ement n as m evidence durmg 
the Impenal Economic Conference m Ottawa m 1932 Finally, 
defiation and the long penod of mdustnal readjustment which 
England as well as other countnes expenenced after the War was 
a breedmg ground for protectionist sentiment These and other 
motives led to a senes of postwar trade restnctive measures in 
the nation which, for three-quarters of a century, had been the 
foremost proponent of mtemationa! free trade. 
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TRADE RESTRICTIVE MEASURES^ 

In general, restrictive measures employed by a nation for the 
purpose of improving its relative position in world trade fall into 
three categories: (1) currency depreciation, (2) foreign exchange 
controls and (3) restrictions on merchandise movements (import 
tariffs, industrial subsidies and import and export quotas). 
Great Britain has resorted since the War to all three of these 
general types of restrictive measures.® 

From the McKenna Duties of 1916 to the Import Duties Act of 
1932. — Before the World War British duties were collected on 
tobacco, tea, coffee, sugar, cocoa and a number of other articles 
that were not produced in the United Kingdom. These duties 
were levied for the purpose of raising revenue; they were not 
imposed for the purpose of protecting the English market for 
domestic or colonial industry. During the War, the so-caUed 
McKenna duties were introduced by the Finance (No. 2) Act 
under the name of New Import Duties (1915). The act provided 
for a levy of import duties on automobiles and accessories, films, 
watches, clocks, musical instruments, etc. The New Import 
Duties Act was renewed from time to time until 1924; it was 
repealed in 1924 by the Labor GoAmnunent and reinstalled by the 
Conservatives in 1925. The McKenna duties were originally 
laid to raise revenue, check expenditures on luxury articles, save 
space in incoming ships and support foreign exchange. By 1925 
the original purposes of the New Import Duties Act had been 
mostly lost from sight, and the legislation had become distinctly 
protective. The 1925 act imposed an ad valorem rate on motor- 
cars, musical instruments, watches, clocks, etc., of 33)^ per cent. 

* Sources: Customs and Excise Tariff of the United Kingdom of Great 
Britain and Northern Ireland, an annual, 1933, 1934, 1935 and 1936, His 
Majesty’s Stationers' Office, London. 

Harvet, a. S., The General Tariff of the United Kingdom: Law and 
Regulations, Sir Isaac Pitman & Sons, Ltd., London, 1933. 

Imperial Economic Conference at Ottawa, 1932. Summary of Proceedings 
and Copies of Trade Agreements. Appendices to the Summary of Proceedings 
(published separately in Cmd. 4175 and 4174 respectively), His Majesty’s 
Stationery Office, London, 1932. 

See also Bibliography. 

= Export quotas have been less conspicuous in British policy than the other 
restrictive measures cited. 
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Unquestionably this act sen ed to subsidize certain British mdus- 
tnes The McKenna duties represent the first important depar 
ture from traditional Bntish free trade ‘ 

A second departure from a atnctlj free-trade policy in postwar 
England is to be found m the Safeguarding of Industnes Act of 
1921 Part I of this act pro\ ided for the imposition of duties on 
optical and •scientific instruments, chemicals and other so-called 
key industry products Part II of the act w as repealed in 1930, 
but kej mdustrj duties uerc continued in effect by Parts I 
and III of the Safeguarding of Industnes Act, 1921, as amended 
bj the Finance Act of 1926 The kej mdustry duties had, 
onginallj a double purpose first, to restnet imports of particular 
military necessities from Germany, and, second, to stimulate 
production of such goods in Great Bntam In the second 
Safeguarding of Industnes Act (1925) the kej -mdustrj idea 
nas extended and supplemented bj a conception of tanffs to 
minimize uncmploj'ment This act prouded for new duties 
m cases where the Board of Trade could be connneed by tariff 
seekers of three things first, that the mdustry seeking protection 
was substantial and effeclivelj run, second, that the imports 
complamed of were a cau«c of unemplojTnent m the United 
lungdom, and third, that the new duties would not senousl; 
handicap other domestic industnes Under this act duties 
were granted on buttons, glo\cs, laces, certain kinds of cutlery 
and hollow ware and \anous other things 

Another important extension of Bntain’s postwar protective 
tariff system came in 1931 and 11Q2 The Abnormal Importa- 
tions (Customs Duties) Act, 1931, made profusion for widening 
the scope of tanffs on vanous classes of manufactured goods 
Duties under this act were not to exceed 100 per cent Inasmuch 

^ Imperial prefereoce was recognized in a limited sense by the McKenna 
duties. The rate for Empire products of particular classes was two-thirds 
of the full rate. In general, unpennl preferential rates which had been a 
part of the tanR eyatem. ot the Halted Kmgdnm. ducina the first half of the 
nineteenth centurj and carber disappeared with the coming of free trade 
in Great BnUin (roughlj 1S40 to 1860) Preference was again definitely 
recognized and introduce by the Finance Act of 1919 Section 8 of this 
act provides that when certain specified goods are shown to the satisfaction 
of the Commissioners of Customs and Excise to have been consigned from 
grown, produced or manufactured m the Bntish Empire preferential rates 
shall be charged 
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as no definition of “abnormal” ^\'as given, the Board of Trade had 
ample freedom of action. ^ Soon after the act was formally 
passed, three tariff orders were issued, which leA-ied duties of 
50 per cent, in addition to existing duties, on a wide variety of 
goods. Among the goods subject to these orders were the 
following: pottery, metal furniture, carpets, woolen manufac- 
tures, gloves, paper, linoleum, cutlerj^ tools, t^T^ewriters, 
domestic metal utensils, cameras, lawn mowers, electric lamps, 
fertilizers, ropes, cotton manufactures, etc. 

Yet another act, the Horticultural Products (Emergency 
Customs Duties) Act, also in 1931, pro\’ided for duties on certain 
classes of fresh vegetables and fruits and other classes of horticul- 
tural goods, production of which might be increased in the 
United IHngdom. The Ilorticultural Products Act and the 
Abnormal Importations Act were both emergency measures. 
They were supported by arguments to the effect that protective 
legislation was necessary to restrict imports into the United 
Kingdom until such time as other countries might acquire 
sufficient economic sanity to discontinue excessive tariffs and 
currency depreciation. The next general tariff provision was 
the Import Duties Act of 1932. It was supported b}'’ similar 
arguments but was more permanent in conception than the 
expediency measures passed in 1931. The Import Duties Act 
of 1932 added so many articles of merchandise to Great Britain's 
dutiable list as to make it somewhat comparable with a United 
States tariff schedule. The foUovung groups and items are 
suggestive of the scope of the British 1932 act :* 

* The Board of Trade is the governmental department in Great Britain 
which is principally concerned with the regulation of trade and commerce. 
In 1786 a board consisting of various officers of state and members of the 
Priv’y Council was constituted. In 1862 this bod 3 ' was designated “Board 
of Trade.” The President of the Board of Trade has, in commercial affairs, 
much the same functions as United States Secretaries of State and Com- 
merce. A reorganization of the work of the Board of Trade in 1913 created 
a number of new sections and departments. One of the new sections is the 
Commercial Relations and Transit Section. It handles matters relating to 
commercial treaties and agreements. Another section is that of Commercial 
Development and Intelligence, Department of Overseas Trade. The 
Department of Overseas Trade is a joint department of the Board of Trade 
and the Foreign Office. It is concerned ’ivith commercial intelligence work 
and the development of overseas commerce. 

* Source: Customs and Exercise Tariff of the United Kingdom of Great 
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Group I Grains, fruits and \ egetables, nuts, popcorns, etc 
Group II Plants, floners, etc 
Group III Poultrj , dairj and fish products 
Group IV Tiles, articles of sanitary ware, fireproofings, 
glassware, marble, etc 

Group V Iron and steel and other products 
Group VI Furmture, sto\ es, builders’ hardware, etc 
Group VII Lead, zinc and other metals and their manufac- 
tures 

Group VIII Cutlery, medical and surgical instruments, tools 
etc 

Group IX Electncal goods 
Group X Machmery 
Group XI Wood manufactures 

Group XII Manufactures whoUj or partly of cotton, wool 
and other fibers 

Group XIII Articles of apparel not elsewhere specified— boots 
and shoes, gloves, hats, etc 
Group XI\ Chemicals 

Groups XV to XVIII, mclusive Trunks and bags, fur goods, 
paper and paper products, arms and ammuni 
tion, toilet article*, jewelry, pipes, Imoleum, toys, 
etc 

This act ga^e Empire countries certam preferences It was 
followed m the same year (1932) by the Ottawa Agreements 
Act 

The Ottawa Agreements — ^The purpose of the Ottawa agree- 
ments as expressed m the resolutions of the conference was 
extension of the mutual trade of the nations of the Bntish 
Commonwealth by means of reciprocal preferential tariffs 
The conclusion of the agreements was regarded by the con 
ference (as expressed m its resolutions) as bemg a step which 
in the future should lead to further progress m the same direction, 
and to the utilization of protectue duties for the purpose of 

Brtloin and Ireland tn Operoltenron the 1*1 of Janwtrtf 1936 

Majesty s Stationery OiEce London, 1^6 pp 19 ff 

See also Import and Export List issued under the authority of the Lords 
Commissioners of His Majesty s Treasury and the Commissioners of His 
Majesty s Customs and Excise His &lajesty's Stationery OfBce London 
December, 1934 
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insuring development of the resources and industries of the 
Empire on sound economic lines. Each commonwealth govern- 
ment was left to determine its particular policy in dealing with 
intercommonwealth preferences and most favored nation clauses 
in commercial treaties with foreign powers, but it was generally 
xmderstood that treaty obligations would be so adjusted as to 
avoid interference with mutual preferences which governments 
of the Commonw^ealth might decide to accord to each other. 
In the opinion of the conference the object of industrial and 
commercial cooperation among the Commonwealth of Nations, 
should be, not to arrest industrialization of the less indus- 
trialized regions, but to direct and facilitate its course, thus to 
secure the best division of industrial actmties among the several 
parts of the Commonwealth and the ordered economic develop- 
ment of each part. 

Having arrived at statements of Empire policy in general terms 
such as those indicated in foregoing paragraphs, the United 
Kingdom proceeded to draw up agreements ndth Canada, 
Australia, New Zealand, Union of South Africa, Newfoundland, 
India and Southern Rhodesia. Certain provisions of the 
agreement with Canada are suggestive of the general tenor of 
negotiations between the United Kingdom" and the Dominions. 
The United Kingdom-Canadian agreement called, on the 
one hand, for entrance into the United Kingdom, duty free 
(subject to certain pro\asions), of goods consigned from any 
part of the British Empire and grown, produced or manufactured 
in Canada, and maintenance of tariffs against such goods coming 
from foreign countries. The agreement called, on the other 
hand, for elimination or reduction of customs duties on a long 
list of goods (particularly manufactures) moving from the 
United Kingdom to Canada, maintenance of a minimum pref- 
erential in favor of United Kingdom goods, and Canadian 
protection against United Kingdom goods, only if the industries 
represented were reasonably assured of sound opportunities 
for success in Canada. The general purpose of the various 
agreements appears to have been freer trade among the British 
Empire countries, and maintenance of existing or higher schedules 
of customs duties against goods originating in countries foreign 
to the Empire. This imperial preference feature of Great 
Britain's postwar tariff policy may prove to be very important, 
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both economically and politically, m future intcmatioial 
relations, bccau'c it points nthcr toward a umficatioa of 
the Fmpire than toward hasty dissolution of it One 
IS inclined at this point to recall the Hamilton List philosophy 
of internal free trade and external protection for the double 
purpo>^ of fo tenng pohtical solidanty and accelerating mdus* 
tnaliration A basic dissimilarity between the Bnti«h Empire 
policy and the Hamilton List philo«ophy would seem to turn 
on the latter objectixe, ns, rapid industnahzation It is 
difGcult to read into the Ottawa Agreements Act a major objec* 
ti\e in the way of more rapid industnahzation of the Bntih 
Empire to overcome duadiantages resulting from a general 
bacLwardness of the whole Empire area m adopting revolu- 
tionary improvements in todu<tnaI technique, already acquired 
by competitors However, the idea of pohtical and economic 
solidanty for purposes of preserving empire or national unity 
(os the case may be) is a basic feature of the HamiUon-LLt 
doctnne and an important feature of the Bntish Empire policy 
as evidenced by the Ottawa agreements 

Other Trade Agreements — ^Another senes of agreements 
was negotiated with foreign countno In 1933»voluntary trade 
agreements were signed by Great Bntain with Denmark, Sweden, 
Finland, Argentina, Norway and Iceland In 1934 the policy of 
bilateral negotiations was continued Agreements were signed 
in 1934 with nine countnes In March, 193G, agreements had 
been concluded by the British government with 19 foreign 
countnes * In general the purpose of the commercial treaties 
or agreements was to increase trade between the negotiating 
countnes The magnitude of Great Bntain’s total purchases 
was regarded as cntitlmg her to special treatment within the 
limits of loo'=!ely interpreted raoat favored nation clauses The 
treaties wore looked upon as substitutes for an international, 
multilateril agreement, pointed at relaxation of trade bamers 
The commercial treaties or agreements differed from unilateral 
tanffd m the sense that the treaties involved mutual conctsyions 
on the part of two countnes The theory of the trade agree- 

* The countries In question were Aiscntina, Denmark Estonia, Finland 
Latvia Lthuanb, Notwav Poland, S«e<lcn brURUav, Rumania, leeUnJ 
Turkf), German), Jvetherlanda, Russia, France, Braril an! Italy 

Socacr bun ey made by the Vormn; Port, London March27,lWG 
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ments was that they tended to lower trade barriers in place of 
raising them. 

Merchandise Quotas and Subsidies. — Great Britain has not 
resorted to merchandise quotas and subsidies to so large an extent 
as have some of the Continental countries. Nevertheless, quotas 
and subsidies have played an important part in British restrictive 
policy. Aside from a price equalizing subsidy for coal e.xports, 
after compulsory cartelization of the British coal-mining industry 
in 1930, and a quota-license system affecting dyestuffs, British 
quotas and subsidies have been confined principaU 3 ' to agricul- 
tural commodities and their first derivatives, such as flour. 

A sugar (subsidy) act in Great Britain, providing bounties for 
manufacturers of home-grown beets, was passed in 1925, and a 
wheat-subsidy arrangement was inaugurated in 1932. The 
"V^Tieat Act of 1932 provided for a deficiency payment to wheat 
growers, equal to the difference between the average sales price 
of British-grown wheat and 10s per cwt., full deficiency pajunent 
to be made on not more than 27 million bushels. For anj'- year 
in which production exceeded 27 million bushels, the deficiency 
pajonent was to be reduced pro rata. Revenue to finance the 
act was to be raised by a ler^y on flour imports. Other measures 
in addition to import tariffs, incorporated in Great Britain’s 
joint policy of agricultural expansion and imperial preference, 
include a series of import quotas applying to chilled beef, frozen 
beef, live cattle, frozen mutton and lamb, bacon and hams, con- 
densed rvhole milk, condensed skimmed milk, milk powder, 
cream, main-crop and early potatoes, eggs and oats, from non- 
empire countries. These quantitative regulations of agricultural 
imports were accomplished under voluntary agreements^ and 
under promsions of the Ottawa Agreements Act, 1932,- and the 
Agricultural Marketing Act (No. 2), 1933.® 

^ See The Agricultural Marketing Register, 1934r-5, Agricultural Economics 
Research Institute, O.xford, 1935. 

^ See Imperial Economic Conference at Ottawa, 1932, Summary of Pro- 
ceedings and Copies of Trade Agreements, and Appendices to the Summary of 
Proceedings (published separately in Cmd. 4175 and 4174 respectively). 
His Majesty’s Stationery Office, London, 1932. 

® The Agricultural Marketing Act (No. 2), 1933, was an act to make 
further provision concerning the financial powers of hoards set up to admin- 
ister the Agricultural Marketing Act, 1931. This act was to provide means 
of regulating the marketing of agricultural products. Funds were appropri- 
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Monetary Measures — ^The slow process of adxiisting the 
industnal structure of the United Kingdom to changmg world 
demand for British goods has been uiestncably in\oUed with 
the question of unstable monetary sj'stems In penods of 
monetarj instability, a temptation is e\er present to postpone 
the political hazard of cost reduction by resortmg to monetary 
devaluation or control of exchange In fact, if international 
payments are not balanced by adjustments m merchandise 
exports and imports, gold may be withdrawn from a countrj like 
Great Britain, which has a relative^ large volume of external 
trade, until the country has an insufficient supply of metal to 
support a free-gold-standard monetary system This phe- 
nomenon occurred m Great Bntam m 1931 lu 1931 the pound 
was dll orced from gold and thereafter it depreciated in terms of 
gold and in terms of currencies of gold-standard countnes The 
effect of currency depreaation upon mercbandis© mo% meats 
IS similar, for a tune, to that of protective tariffs Imports are 
retarded, exports stimulated * After sterlmg was divorced from 
gold m 1931, the exchange value of sterling was determined from 
day to day Uke the price of wheat or cotton. The value of 
exchange moved in such a way as to equate the supply of exchange 
and the demand for it An exchange equalization fund was 
employ ed to prev ent extreme and erratic day-to-day fluctuations * 
It was easier for Great Bntam to reduce the pnees of her export 
goods, m terms of foreign currencies, by depreciating sterLng 
exchange, than it was for her to keep sterlmg exchange stable and 
reduce domestic costs and prices of her exports Div orcement 


ated by Parliament for the purpose of making loans to boards administenng 
schemes under the two acts Fartbermore, provision wai made for limiting 
by quota the imports of an} product for which a marketing scheme was in 
operation or m contemplation 

‘ See Chaps XXIII and XXIX, of the present volume 
* Blocked exchanges and other forma of exchange restrictions ha\ e been 
most m evidence m countnes that attempted to regulate their exchange rates 
at some predetermined value m relation to gold or otherwise Great 
Bntam has made some use of exchange clearing agreements. See Chap 
XXXIII for a descnption of the operation of exchange-clcanng agreements 
Pot ft discussion of exchange rcstncUons that have been m operation m 
^•anous countnes m recent jears, see Rmev of Pnn«pof Foreign Exdiange 
Retlnetxona throughout the 11 orld. District Bank Limited, London, December, 
1931 and later supplementary reports 
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of sterling from gold (1931) was the most important monetary 
measure taken to regulate Great Britain’s external trade. Never- 
theless, British finance has not been entirely free, in recent j-ears, 
of foreign exchange controls. Exchange restrictions were put 
into effect in 1931 and -1932, to counteract flights of capital. 
Also a number of clearing agreements were made during the early 
thirties, with Argentina, Germany and other countries that had 
complicated systems of blocked exchanges. 

Magnitude of British Protection. — ^The monetary measures 
acted in the same direction as customs tariffs and merchandise 
quotas in protecting Britain’s home market. General indications 
of the magnitude of British tariff's against nonempire goods 
may be indicated by a few random obser\^ations concerning 
tariff rates that were in effect in 1936. Ad valorem rates, 
applying in 1936 under the Import Duties Act of 1932, ranged 
from 10 per cent to 40 per cent. Rates that appeared most 
often in the schedules were 20 per cent and 25 per cent. Rates of 
30 and per cent occurred more often than 10 per cent and 
15 per cent rates. In some instances ad valorem rates stood 
alone. In other instances specific rates stood alone. In still 
other instances the twm types of rate w'ere combined. The most 
commonly occurring ad valorem rate, viz., 20 per cent, was in 
many instances combined with a specific rate. Inasmuch as these 
rates w'ere minimum for nonempire countries and inasmuch as 
additional rates were effective in some instances under the Safe- 
guarding of Industries Act and other enactments. Great Britain’s 
customs tariff system, as a whole, certainly had some effect in 
the way of protecting her home markets from the competition 
of goods produced in nonempire countries. The tariff system 
afforded less effective protection for Great Britain’s home market 
against empire goods because of imperial preferences granted in 
connection with the Ottawa agreements. If, in addition, account 
is taken of trade agreements, merchandise quotas and subsidies 
and the restrictive monetary measures, the fact becomes quite 
obvious that the United Kingdom is no longer a free-trade nation 
in the generally accepted connotation of that term. However, 
no composite measures of the height and effecth'-eness of the 
aggregate of protective measures is available. 

Conclusions. — Postwar Great Britain was faced with two major 
types of adjustment. One of these tj'pes of adjustment was 
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deflation — nece^'^ary to ree*:tabli«sbmcnt of a free gold standard 
or 'some form of managed currency system \nth elements of 
stability requisite to a far flung system of commerce and finance 
The other t j pc of nece^sa ^5 adjustment w as a result of industnal 
rearrangements required to meet the exigencies of changing 
uorld demand for BntLh goods Both tyiies of adjustment 
imohed reductions m costs of production of British goods if 
the pound p as to be put on its prenar gold base and i.ep£ there 
Co's! reductions are achiex cd in a compctiti% e economy m one 
or all of ee\ cral waj’s (1) reduction in o\ erhead expenses through 
a process of de\ almng fixed aseot (2) improt ement m business 
organization and mdustna! technique, and (3) reduction in 
wages and salaries Improioments m business organization and 
mduTnal technique mo\c slowly they were inadequate m 
Great Britain s ca*o to ab«orb all the shocks of postwar change 
Deialuation of fixed assets and «alar> reductions were resisted 
by busins's intore ts and nage reductions nerc resisted by trade- 
union organizations In the ab«eDce of economic balance 
unemployment increased artd political pressure was exerted for 
recourse to cxpcdioncj relief measures Home-market protection 
and curr’iicj manipulation m Great Dntam os m other coun 
tne» were among the principal expediency measures brought 
into play 

The Vi orld B ar marked the end of a half century of umnter 
rupted British free trade Opinions differ ns to whether the 
United Kingdom has taken the initial ctep^ toward a nen policy 
of protection that is to characteme the next era m her commer 
cia! history or nhether the recent protective measures are 
mereh temporary postwar phenomena 

PROTECTION FROM THE POlbT OF VIEW OF ORTHODOX BRITISH 
ECONOMISTS 

Neocla <5ical economists who hav c examined postw ar economic 
P’3 Cmsi Awild A’WAp a?.? i>o gtsp.wad .aiuJ 

much may be lo«t by report to proteetue measures ' The argu 
ment follows hnca of doctrine developed by Ricardo "Mill and 

I For a nontechnicil treitment of the Buhi«t «ee S r dliam Bexendge 
Hal Tariffs Tie Cast Exan tnel Loniun'uis Green A Co london 1932. 
recent works of A C Pi^u an 1 T E Gregorv and bibl ographj of 
V olume 



BRITISH POLICY AND OUTLOOK 


441 


Marshall.^ It holds that the facts of our generation as they 
bear upon British circumstances, although different from those of 
the middle nineteenth century when free trade was adopted as 
the British policy, do not justify reversion to a protective sj'stem. 
Conditions relevant to fiscal policj’- in Great Britain at present 
are recognized to be different from those which prevailed in the 
nineteenth centmy in at least four fundamental respects. In 
the first place, Great Britain is no longer in a semimonopolistic 
position in the sale of manufactures in world markets. Other 
nations have come abreast of the British in the emplo 3 anent of 
power machinery. In the second place, economic nationalism is 
tending to crowd British goods out of some of the most profitable 
foreign markets. Leading industrial nations have been following 
Great Britain in the employment of power machinery while at the 
same time they have been constructing formidable trade barriers 
against the sale of foreign manufactures in their home markets. 
In the third place, state interference with business freedom in the 
British Isles, growth of large-scale management organizations 
and spread of a labor movement have introduced greater degrees 
of rigidity into British economy than were present when the 
laissez-faire system was in the heyday of its best achievements. 
In the fourth place, monetary systems all over the world are 
extremely unstable. Monetary systems have been more unstable 
since the World War than at any time during the long period 
stretching from the end of the Napoleonic Wars to 1914. May 
not these facts justify reversion to a protective policy in Great 
Britain? The majority of English neoclassical economists say 
no. They have reexamined certain doctrines of Adam Smith, 
Ricardo, Mill and Marshall and have pronounced the doctrines 
sound and applicable, in many of their essential features, to 
present-day circumstances. 

The Case for Continuation, of Free Trade. — Great Britain is 
more densely populated than any other nation with an equally 
high average income. Self-sufficiency, even if possible, would 
undermine the foundations upon which the nation’s greatne-ss 
was built, viz., the exchange of English coal and English inge- 
nuity, embodied in manufactured goods, for foodstuffs and fabri- 
cating materials. If national prosperity cannot be maintained 
under this system — to which the industrial life of the nation is 

1 Alfred Marshall, 1842-1924. 
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geared — per capita prospenty must inevitably recede or popula 
tion decline Protection cannot forestall the inevitable results 
of diminishing returns generalised m its application to the sum 
total of the natural resources of the United Kingdom 

Among the advantages of trade restrictions claimed by Bntish 
advocates of a protective system are the following 

1 Protection will reduce unemployment mcident to the 
decline of old and weak mdustnes 

2 Protection is an instrument useful in achieving a greater 
degree of national and international economic equiUbnura 

3 Protection is needed to foster key mdustnes that are 
essential to national defense 

4 Protective tanffs will foster mass production economies 

6 Protection will sen e as a bargaining w eapon for the beating 
down of foreign trade bamers 

6 Protection woU nuninuze the evils of dumping 

7 Protection is necessary to a system of irapenal preference 
for the promotion of empire self sufficiency 

8 Protection is an, effective means of increasing state revenues 

9 Protection is necessary to guard Great Britain s high stand 
ard of luing against the low wage competition of low-etandard 
countnes 

English neoclassical economists have subjected each and all 
of these arguments to the ngorous logic of their close-knit 
system of economic doctrmes and have found the arguments 
unsound 

Dunng a penod of hquidation of old mdustnes that ha\e 
dropped below the comparative cost bne protective tariffs 
say the neoclassicists may increase employment in certam 
mdustnes that produce goods for domestic consumption But 
restnction of imports will increase the loss m weak industry 
exports There is no assurance that the tanff mduced increase 
in employment in import mdustnes will any more than com 
pensate for aa'cfitionaf taruTmcfaced unempfo 3 rment m export 
mdustnes Furthermore the effects of trade restnctive meas 
ures cannot be anticipated with sufficient accuracy to justify 
their use m attempts to facilitate planned withdrawals of labor 
from weak mdustnes The new workers employed in protected 
mdustnes may be fewer in numbers and different in personnel 
from those discharged from export mdustnes Last but not 
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least, the neoclassicists call attention to the fact that emergency 
duties are difficult to get rid of; they tend to accumulate and to 
become an enduring shelter for vested interests. 

The argument for protection as an instrument for increasing 
national and international economic stability is concerned pri- 
marily with considerations of monetary instability. In Great 
Britain’s case, wage rigidities and other rigidities in the economic 
system prevented sufficiently rapid deflation and liquidation to 
permit the country to remain on the gold standard, after the 
pound had been tied to gold in 1925 at its prewar gold value. 
While the pound was still on a gold basis advocates of protection 
stressed a need for regulating Great Britain’s merchandise 
trade balance in order to prevent gold from being drained from 
the country in such amounts as to force a departure from the 
gold standard. Eminent students of international finance 
believed the pound to have been overvalued, when the gold 
standard was established in 1925, by about 10 per cent. Pur- 
chasing power parity as between British currency and United 
States currency in 1925^ is believed to have been about S4.40 per 
£1; whereas the gold par after resumption of gold in Great 
Britain was $4.86 per £1. This overvaluing of the pound tended 
to retard British exports and to stimulate imports. To illustrate : 
Let us assume a wool sweater sold in London before resumption 
of gold in 1925 for £1, which exchanged for about $4.40 United 
States money. After resumption of gold, the rate of exchange 
was $4.86 per £1. If the English sweater continued to sell in 
London, after resumption of gold, for £l, the cost in American 
money was $4.86 mstead of the $4.40 which it cost before resump- 
tion of gold in Great Britain. This increase in price in terms of 
foreign currency tended to retard exports of the British goods. 
On the other hand, if 4 bushels of American wheat at 
bushel before resumption of gold could be bought,for 
resumption, 4 bushels of wheat at $1.10 could be b> 

4.40/4.86 of a pound or approximately nine-tenths of a 
sterling. This tendency for import prices to be reJ 
terms of British currency stimulated British imports. A ^ 
of decreased exports and increased imports w^as an oi 
of gold and diminution of gold reserves. Had wage ra- 
salaries, fixed-equipment valuations and other elements ent 2 

* The United States was on the prewar gold standard at that time. 
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geared — per capita proapenty must me\atablj recede or popula 
tion decline Protection cannot forestall the ine^ntable results 
of dunmisbing returns generalized m its application to the sum 
total of the natural re«50urces of the United Ivingdom 

Among the ad\ antages of trade restrictions claimed by British 
advocates of a protects e sjstem are the following 

1 Protection will reduce unemployment mcident to the 
dechne of old and weak induatnes 

2 Protection is an instrument u<5efu! in achieiung a greater 
degree of national and mtemational economic eqmhbnum 

3 Protection is needed to foater key mdustnes that are 
essential to national defense 

4 P^otectl^ e tanfio will foster mass production economies 

5 Protection will «er\ e as a bargaining weapon for the beating 
down of foreign trade barriers 

6 Protection will mmimize the e\nl3 of dumping 

7 Protection La necessary to a sjstem of imperial preference 
for the promotion of empire self-sufficiencj 

8 Protection Ls an effective means of increasing state rev enues 

9 Protection is nece®cary to guard Great Bntam s high stand 
ard of living against the low wage competition of low-standard 
countries 

English neoclassical economists bare subjected each and all 
of the«e arguments to the rigorous logic of their close-knit 
sj-stem of economic doctrmes and have found the arguments 
unsound 

During a period of hquidation of old mdustnes that have 
dropped belovi the comparative cost line protective tariffs, 
saj the neoclassieists maj increase employment m certam 
mdustnes that produce goods for domestic consumption But 
restnction of imports will mcrease the loss m weak mdustry 
exports There is no assurance that the tanff mduced mcrease 
in employment in import mdu'^tnes will any more than com 
pensate for additional tanff mduced unemployment m export 
mdustnes Furthermore the effects of trade restnctiv’e meas 
ures cannot be anticipated with sufficient accuracj to justify 
tbeir use in attempts to facihtate planned withdrawals of labor 
from weak mdustnes The new workers employed m protected 
mdustnes maj be fewer m numbers and different m personnel 
from those discharged from export mdustnes Last but not 
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least, the neoclassicists call attention to the fact that emergenc}' 
duties are difficult to get rid of ; they tend to accumulate and to 
become an enduring shelter for vested interests. ' 

The argument for protection as an instrument for increasing 
national and international economic stability is concerned pri- 
marilj’- vith considerations of monetary in.stability. In Great 
Britain’s case, wage rigidities and other rigidities in the economic 
system prevented sufficiently rapid deflation and liquidation to 
permit the country to remain on the gold standard, after the 
pound had been tied to gold in 1925 at its prewar gold value. 
While the pound wns still on a gold basis advocates of protection 
stressed a need for regulating Great Britain’s merchandise 
trade balance in order to prevent gold from being drained from 
the country in such amounts as to force a departure from the 
gold standard. Eminent students of international finance 
believed the pound to have been overvalued, when the gold 
standard was established in 1925, by about 10 per cent. Pur- 
chasing po-wer parity as between British currency and United 
States currency in 1925^^ is believed to have been about S4.40 per 
£1; whereas the gold par after resumption of gold in Great 
Britain was $4.86 per £1. This overvaluing of the pound tended 
to retard British exports and to stimiilate imports. To illustrate : 
Let us assume a wool sweater sold in London before resumption 
of gold in 1925 for £1, which exchanged for about $4.40 United 
States money. After resumption of gold, the rate of exchange 
was $4.86 per £1. If the English sweater continued to sell in 
London, after resumption of gold, for £1, the cost in American 
money was $4.86 instead of the $4.40 which it cost before resump- 
tion of gold in Great Britain. This increase in price in terms of 
foreign currency tended to retard exports of the British goods. 
On the other hand, if 4 bushels of American wheat at $1.10 a 
bushel before resumption of gold could be boughtjor £l; after 
resumption, 4 bushels of wheat at $1.10 could be bought for 
4.40/4.86 of a pound or approximately nine-tenths of a pound 
sterling. This tendency for import prices to be reduced in 
terms of British currency stimulated British imports. A result 
of decreased exports and increased imports was an outflow 
of gold and diminution of gold reserves. Had wage rates, 
salaries, fixed-equipment valuations and other elements entering 
* The United States was on the prewar gold standard at that time. 
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into internal costs of producing Bntish export goods been 
snfiicjcnth flc\ible, ‘Sterling pnce<« of Bnti h exports would bax^e 
declinc<l The exports irould haie increased International 
iwymcnts w ould ha\ c been balanced wnthout loss of gold re«er\ es 
But wage rates and other internal cost elements Avere rtgid 
Costs and prices of Bnlub manufactures did not decline suBi- 
cicntlj to cau«e a balancing of international paAments through 
adjustments in mcrchandi e moAcments, and m consequence, 
gold rcscfAcs were depleted Before September 21, 1931, when 
sterling became di\ orced from gold, there ma} haA e been a a erj’ 
good argument for import tariffs and cxjwrt sub ultcs to reduce 
the excess of mcrehandue imports md stop the loss of gold 
Since September 1931, sterling has not been tied to gold, 
therefore this argument for trade regulatiAC measures is no 
longer pertinent Since diAorcemont of the pound from gold, 
tendencies toward increased imports ind reduced exports and 
reduced income from oxerscas baxe been corrected by decline 
in the cost of sterling exchange in terms of foreign currencies, 
Pnees of Dntj«li goods are thus reduced m terms of foreign 
currencies cau ing exports to increase \ice \crsa, prices of 
foreign goods m terms of sterling are increased, causing a reduc- 
tion in imiwrts So long as the Bnti li public retains its con- 
fidence in the pajier pound (which lias been depreciated m terms 
of gold) internal prices do not rto sufficicntlj to offset the 
increase in purchasing power of foreign currencies in Great 
Bntam The extent to which a poliej of this kind can be 
earned Axathout cau mg an mtcmal inflationarj rise m pnees 
in Great Britain is a debatable question 
A tliml reason ad\ anced bj protectionists for extending Great 
Bntain’s sj-stem of trade rcstncliona is the need of fostenng 
kej industries that arc essential to national defense The 
neoclassical economi ts pre ent txxo opposing arguments First, 
if particular kcj indu tries need to be subsidized for purposes of 
national defense, tlie most effcctixe and least costlj moans of 
uchjci-jjjff the d/'v/rd /md js through direct sulv^irciioD jjj 
place of indirect sulxidiiation Second, all industnes are 
iiccessar> to national defense in a modem war Great Bntam 
cannot strengthen her ]K^tlion in all directions through the 
UKtrumentahtj of trade rcstnetions, becau e protection for all 
industnes xiould tend to reduce national productixitj m the 
aggregate 



BRITISH POLICY AND OUTLOOK 


445 


Tariffs to foster mass-production economies is a fourth argu- 
ment for protection. John Stuart Mill and many neoclassical 
economists have granted a certain degree of validitj'- to List’s 
doctrine of scientific protectionism for the promotion of ncvv' 
industries and of political solidarity in industrially 3'oung 
nations. Great Britain, however, is not industrially j'^oung. 
Her political system is unified. She has long been an exporter 
of capital to industrially backward regions. If, it is argued, 
there are opportunities for mass-production economies in Great 
Britain, which British industrialists have been too decadent to 
see, more effective bu.smess leadership and not protection is the 
need. Protection, in an industrially mature nation, tends to 
perpetuate the inefficiencies of extreme conservatism. It does 
not contribute to the development of those qualities of initiative, 
courage and business leadership nece.ssary for success in highly 
competitive markets. Furthermore, if .subsidization were neces- 
sary to initiate mass-production economies, direct subsidization 
would be better for this purpose than indirect subsidization 
through the instrumentality of protective tariffs. 

A fifth argument for protection proposes that duties be used 
as bargaining weapons vdth which to beat down trade restrictions 
imposed by foreign countries. Neoclassical economists take 
the position that retaliatory measures are more likely to cause a 
general increase in trade restrictions throughout the world than a 
reduction in the number and severity of trade restrictions abroad. 
Furthermore, they hold that all the advantages which a policy of 
free trade possesses over one of protection do not depend upon its 
being reciprocal. High customs tariffs imposed by foreign 
countries inflict injury upon a free-trade country by restricting 
its outward flow of trade and thus causing diminution of both 
its exports and its imports, the one being dependent upon the 
other. If the free-trade nation were to add a further check to 
the flow of trade by placing restrictions upon its imports, the 
aggregate amount of imports and exports would be reduced still 
further. 

A sixth argument suggests that protective measures be used to 
minimize the evils of dumping.^ The neoclassical economists 

‘ The tenii "dumping” implies sale of goods in foreign markets at prices 
below those which similar goods command in the home market. Sporadic 
dumping may so unsettle the market in which goods are dumped at prices 
below local production costs as, ultimately, to cause a loss to consumers in 
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argue to the effect that a permanent protectn e-tanff system 
will not pre'vent sporadic dumpmg and that the harm resultmg 
from such dumpmg 13 done before specific preventive-tanff 
legislation and machinery can be brought mto action Sys- 
tematic, monopolj dumpmg and state-aided dumpmg would 
best be dealt with through the mstrumentahties of mtemational 
con^v entions 

A seventh argument for Bntish trade restnction ad\ ocatcs that 
protection is necessary to a system of impenal preferences for 
promotion of Empire self-sufficiency and Empire free trade 
The neoclassical economists do not behe\e that Empire free 
trade is a practical objecti\e inasmuch as all the Dommions 
have protective tanff 83 stems and inasmuch as the tendency js to 
build up these S3 stems, rather than to tear them down Without 
substantial reduction in the number and seventy of trade 
restnctions which guard Domuuon home markets against manu- 
factures, the United lungdom stands to lo^e more by a policy 
of Empire preference than she can reasonably hope to g am 
from it The loss m question is of two kinds first, any 53 stem 
of Empire preference that is beneficial to the Dommions will 
increase costs of foodstuffs and fabncating matcnals imported 
by the Umted Kmgdom, second, tanffs against foodstuffs and 
fabncatmg materials coming from non Empire countries 
reduce evqwrts of Bntish manufactures to tho«e countnes The 
I0S& m exports of manufactured goods to non-Empire countnes 
could not be off'jet by mcreased exports of manufactures to the 
Dominions unle^^s the3 substantiaUy reduced their trade bamers 
As already stated, the neocla^^sical economists beheve that 
remov al of Do mini on restnctions against Umted ICmgdom manu- 
factures IS not pohtically feasible 

Need of additional state revenues is an eighth reason advanced 
b3' pohtically mmded Bntons m favor of protection The 


that market Temporarily, consumera in the receiving country get goods 
at abnormally low pnces Later, «hen the dumping 13 discontinued, prices 
of the goods m question and other goods as wdl, may be higher than they 
would have been bad the dumping not initiated waves of mdustnal msta- 
bflitj in the receivmg country Other types of price discnmination are 
s}'<tematic monopoly dumping and state-aided dumpmg An objection to 
the«e forms of price discnmination hes in possible embitterment of mter- 
national trade relations. 
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neoclassical answer is brief and concise. Great Britain bas had 
tariffs for revenue for a long time. A taiiff that is effectively 
protective is not one which yields a maximum, of revenue because, 
to be protective, it must exclude some portion of goods that would 
be imported under a less restrictive sj’^stem. This conclusion 
does not necessarily imply that some modification of existing 
rates and schedules might not augment existing tariff revenues. 
It merely implies that, generally, protective-tariff legislation 
does not maximize import tariff rcA’^enues. 

The ninth claim put forth by British protectionists is that 
duties shield domestic workers from low-wage competition of 
foreign countries. This argument need not be analj’-zed here 
because its analysis is an exposition of the principle of com- 
parative costs, a principle that has been expounded at length in 
preceding chapters of this volume. 

It is difficult, if not impossible, to punch holes in the lo^c 
of the argument for continuation of Great Britain’s free-trade 
policy. Inasmuch, however, as protective legislation is not 
always guided by economic logic, other aspects of the subject 
need exploration. Many of the virtues of a free-trade policy 
are long-run virtues; whereas immediate discontent on the part 
of large bodies of voters may be the controlling influence in 
legislative halls. Possibly it is reahzation of this fact which 
has urged a few eminent British economists to break away from 
some of the classical canons in a search for measures that may 
serve to direct tides of political expediency into channels least 
likely to do irreparable harm in the long-run future.^ 

SOCIAL INSTABILITY AITD PROTECTION 

During the nineteenth century competition was a powerful 
stimulus to innovation. Between 1800 and 1850, subsistence 
husbandry and manufacture for local consumers gave place to 
production for wide markets. So long as the economic life of a 
community was variegated and industrial units small, changes 
were effected without the creation of an unemployment problem 
so serious as to threaten legislative nullification of industrial 
laissez faire. During the latter part of the nineteenth centuI 3 ^ 
British industry met the challenge of foreign competition in 
manufactured goods by resorting to greater degrees of specializa- 

* J. M. Keynes is an outstanding example. 
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tion both technical and fjeographieal Tie weaker indiLtnes 
and units tuccunibed the stronger expanded and pro pered 
W itb indu tnali m contributing to the creation of larger piwluc 
ing units and more •'peciahxed manufacturing areas a time came 
when the decaj of a weak industrv wa.> accompanied bj great 
capital losiCa and long-su«tainod «ocial dt tre^ Surplus labor 
from dcca\nng trades could not easilj be transferred to other 
trades in other areas Lo«scs incident to industrial innoiation 
tended to bear more and more heaxnlj upon the labonng classes 
\ community that was so unfortunate as to lose its principal 
lndu^tr 3 was left mth people out of nork and with homes 
churches traa^portation and communication ■sj'stems and other 
social capital in a «tatc of doca> bioitlcr the people nor tin 
facilities for comfortable tiling could be moved oconomicallj to 
anas of uicrca-ing emplojTiicnt ' This was the state of affairs 
dunng the penod of po twar industrial reorgamration \oices 
rai ed again t the rmsenes of innovation grow in number and 
volime until as alreadj recounted tie traditional pohej of 
Bnti h free trade was rcvcr'cd m the halls of Parliament Tlie 
character of commercial pohej legislation m jears ahead ma) be 
conditioned more numbers of vote* that arc ca«t bj unem 
ploj ed persons and those who live m fear of unemplojTnent than 
b> the stcnicr admonitions of oconom^ts or the levj vociferous 
murmunngs of labonng persons whose fortunes innovation has 
improved Thekev to Bntain s future commercial policj cour-o 
1 at least in part to bo found in tl e stability or in«tabiht j of her 
exi-ting industries and tie outlook for prosjierous indu<tnal 
(xpansion or forced industnal contraction 

STRDCTtntAL CHANGES Df BRITISH INDUSTRY* 

\t the end of tie World War large staple industries coal 
mining inctaL cngincenng and textiles predominated in Great 
Bntaiii Between 1901 and 1911 and again between 1914 and 

’Tran^cro! prcKiucNie /actor* is part ciilariy difficult wicn the areas©/ 
contraction and expan. on are in d ITrrpnt countries 

*SoLKcEs Al^fn J C Dnttih indiatnttCTuiThnrOrgani:a.ton 2d«i 
Ixingmans Green A Co New York 1831 

A Rf-^rch Cornm tU-e of the Bnti'Ii Ai.oc»aton for Adnvnrcnicnt 
of 'V encp Enl sh Iruhi try and lyprrtsion A Rteord cf BrttiiA /n iuttnr* 
Sintt 10 a) r Isanc V tman & ^ns Ltd London 

See also lie b bl Obranhv at the end of the present volume. 
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1921, numbers of workers engaged in coal mining, metals and 
engineering trades increased more rapidly than the working 
population. Numbers engaged in the te.xtile and clothing indus- 
tries increased less rapidly than the occupied population in the 
period 1901-1914 and actuall 3 ’’ decreased between 1911 and 1921. 
Even before the War, the textile industry in Great Britain was 
showing evidence of weakness. Since the War, British metal and 
engineering trades, like the textiles, have suffered as a result of 
such influences as higher tariff barriers abroad, industrialization 
of foreign countries and increased use of substitute products. 
IVhether these conditions are evidences of a serious weakness in 
the foundations of British industry or merely e%ddences of a 
change in the directions of British economic development (leading 
to redistribution of British resources and the rise of new indus- 
tries) is a debatable question. Two facts, however, are clear. 
First, the great, unsheltered export industries of the north of 
England did not fullj’’ recover their prewar status in domestic 
economy and world trade during the period of world recovery 
in the nineteen twenties. Second, light industries in the south 
of England had recovered their prosperity bj’’ the middle nineteen 
twenties and were drawing workers from the north. 

Coal. — Since the early nineteen tw'enties British coal output 
and persons employed in coal mining have declined. Relative 
inaccessibility of British coal, foreign competition, increased 
efiBciency in the utilization of coal, technical improvements in 
mining methods and recourse to substitute fuels appear to be 
among the causes of the industry’s contraction. These circum- 
stances together with the low^ profits prerhiling in the industry 
suggest the need of a permanent withdraw'al of workers from 
coal mining to other industries. 

Iron and Steel. — ^The outlook in Great Britain’s steel industry 
is not one of rapid expansion and absorption of w'orkers from coal, 
textile and other depressed trades. Since the World War, 
Britain’s pig-iron trade has failed fulty to recover; her plants 
have worked at a fraction of their capacity much of the time;* 
profits have been low, unemployment has been large and the 
insured labor force attached to the steel industry has been 
contracting. Reasons for postwar depression in Britain’s steel 
industrj’’ are probably to be found in w'orld-wdde depression that 

1 Prior to the launching of a huge rearmament program in 1937. 
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has affected all countnca, m shifts m demand (from Bntish iron 
goods to competitive steel goods) and m relati\ ely high costs of 
Bntish iron and steel goods Partial revnval in the iron and 
steel mdustrj may be achieved m the Umted Kingdom by better 
adaptation of product to demand and bj cost reduction How- 
ev er, there is httle reason to believ e that lastmg future pro'spenty 
m Great Bntam will center about a rapidly expandmg iron and 
steel industry, as was the case dunng the last decades of the 
nineteenth century 

Engmeenng — Engmeenng as classified by certam Bntish 
wnters is one of the great modem mdustnes It provides 
eqmpment for mechanical transport and power-dnv en factones 
and mines It also provides apparatus for hghtmg, beating and 
dramage Great Bntam's over=!eas trade m locomotives, gas 
engmes, agncultural machinery, electncal equipment and s imila r 
goods has not kept pace, smce the War, with that of Germany 
or the United States In fact, Bntam has lagged bebmd her 
two prmcipal competitors m her rate of development of foreign 
markets for engmeenng goods, for several decades Import 
tariffs may have contnbuted, during depression, to enlargement 
of Bntam's domestic market for her home-produced machmery 
However, the United Kmgdom is not a large country Expan- 
sion of the engmeenng industry for home consumption is so 
limited in po<ssibIe scope that hope of its absorbmg a large propor- 
tion of the persons needmg removal from textile and coal mdus- 
tnes is not great VThether necessity will be the mother of 
mvention m sufficient degree to put Great Bntam abreast or 
ahead of the United States and Germany m foreign markets for 
machmery and other engmeenng goods, only time can tell It is 
po'ssible that expansion of exports m this direction will tend to 
offset Great Bntam’s lo«s of pos.ition m foreign markets for con- 
sumers’ goods Demand for engmeenng goods m mdustnally 
backward countnes, that are encouraging manufacturmg by 
placmg import tariffs on manufactures, tends to expand long 
after home manufacture has begun to crowd out foreign con- 
sumers’ goods Here is one av enue of at least «ome expansion for 
Bntish mdustrj 

Shipbuildmg — Among the strongest of Great Bntam’s old 
mdustnes is shipbuilding Possibly the cause for contmued 
supremaej m this field is to be found m the fact that Great Bnt- 
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ain is a country vrith a diversified industrial life, capable of 
producing the multitude of components that are required in a 
ship. Free trade that gives access to rav materials at lov cost 
is, another of Britain’s advantages in shipbuilding. Even more 
important, possibly, is the technical skill and knowledge of 
seafaring needs that the British have acquired over the centuries. 
In 1892-1894, Great Britain built no less than four-fifths of the 
total gross tonnage of merchant vessels launched by all countries 
of the world. For the period 1910-1914, Britain’s proportion of 
all merchant ships constructed was about three-fifths; in the 
nineteen twenties, the proportion was aroimd one-half. During 
all these years, a substantial proportion of the merchant ships 
constructed by the British were sold to foreign companies. In 
spite of its persistent strength, however, the British shipbuilding 
industry cannot be expected to absorb large numbers of workers 
ejected from employment as a result of decline in textile manu- 
facturing, reduction in the manpower required in mining or 
shrinkage in demand for labor in other British industries. 
Among the reasons for this conclusion is the fact that new t3q)es 
of vessels are being introduced by Great Britain’s competitors — 
types of vessels that the British have not as yet produced. 
Furthermore, merchant-vessel construction is being increasingly 
subsidized by foreign governments as a war measure, not to 
mention the fact that shipbuilding is not a new industrj’- that 
would be expected to expand at a phenomenally rapid rate. 

The Motor Trade. — Great Britain has not neglected to build 
a motor-vehicle industry but for various reasons she is not the 
leader in this field. In the nineteen twenties, the United States 
produced about four-fifths of the world’s output of motor 
vehicles; her exports were greater than the entire output of any 
other country. Mass production of standardized machines was 
fostered by the United States large home market. Americans 
implemented their large-home-market advantage with technical 
ingenuity in automotive construction and by their quickness in 
sensing the advantages of catering to the every convenience of a 
motoring public. There is little reason to believe that Great 
Britain’s automobile industry can successfully compete on a large 
scale with the American industry in foreign markets in the near 
future, even though British wages are lower than wages in the 
United States. Enlargement of her automobile industry’- to 
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supply foreign markets does not, therefore, appear to be a \eiy 
promismg solution to England’s need of a profitable enue for 
extensive industnal expansion Some increase in the Bntisb 
automotive trade is probable 

Textiles — ^Little need be added to what has been said in earher 
chapters about the British textile industry It is second only 
to the metals and engineenng group m numbers of workers 
employed More than a milhon workers were engaged m Bntish 
textile mdustnes m the nmeteen twenties Textiles and metals, 
plus shippmg, uere the foundation stones of Great Bntam’s 
nineteenth century greatness Textile manufacture is an mdus- 
try that can use, to advantage, relatively large amounts of low- 
wage labor — particularly women workers Furthermore, the 
industry is less dependent upon an abundance of fuel than are 
the metal mdustnes Slowly but surely Japan, Italy and other 
countnes with lower wages than Great Bntain are pushing their 
way into her foreign textile markets Bntain’s textile mdustnes 
are contractmg, new mdustnes are sorely needed m the Umted 
lOngdom to absorb av aJable labor and capital for which there 
xs no longer profitable opportumty for employment m Bntam’s 
great textile-manufacturmg centers 

Areas of Industrial Stabdi^ during the Postwar Penod.— 
The proportion of the mdustnal population employed m produc- 
tion of goods and 'emces for borne consumption has defimtely 
increased as the staple expiort trades have declmed Distnbutive 
trades — wholesalmg, retailing, selling, advertising, servucmg — 
have absorbed an increased proportion of the workmg population 
Dunng the last decade, numbers engaged m distnbutive trades 
m Great Bntam have mcreased at least half a million, or 33 per 
cent Reasons for this shift are, possibly, to be sought m greater 
geographical diffusion of the population, which improved trans- 
portation facihties has made possible, and concentrated effort to 
sell more and more consumers’ goods and servnces to classes of 
persons whose incomes, m qnte of economic stress, hav e remained 
large Extreme stylmg is a characteristic example of methods 
devised to force the sale of greater quantities of consumers’ goods 
to wealthy persons Productum and distnbution practices that 
mcrease the rate of obsolescence of goods contnbute to instabihty 
of demand, alike for finished goods, fabricating matenals and 
machmery Instabihty of deomnd contnbutes, m turn, to hand- 
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to-mouth bu3dng, the stocking of small inventories and the 
making of frequent small-lot shipments. All these things necessi- 
tate more handling and in other ways tend to augment the per- 
soimel employed in distribution. 

Another direction of increased employment in postwar Great 
Britain has been in the manufacture of light consumers’ goods. 
Artificial silk, gramophones, house furnishiugs and foo^tuffs 
are representative of goods turned out by the so-caUed light 
industries. Developments of this character are logical results of 
extreme depression in staple export trades, wage reductions in 
the unsheltered industries and the laying of import tariffs to 
protect and foster the growth of manufacturing for home con- 
sumption. In addition to the examples already cited, other 
industries that have expanded to supply the home market vdth 
domestic goods are the motor-vehicle industry and those parts 
of the steel-goods industry that had not been fully supplying 
home-market demands. Certain parts of agriculture, also, 
are in this category. 

It is reasonable to believe that the trends toward development 
of distributive trades and light manufacturing industries vdU 
persist. The development of distributive trades, if based upon 
territorial decentralization of residence and unequal income 
distribution, rests upon a persisting foundation. Development 
of light manufacturing appears to rest upon a different but 
equally enduring base. As parts of the old mass-production, 
export industries tend to drop below the comparative cost line, 
because of foreign competition, diversified, light industries are a 
logical group to find themselves in a position of comparative 
advantage. The reason is that such industries employ relatively 
large amounts of intelligent, skilled labor. "What is true in this 
respect of light manufacturing industries is probably also true 
of certain branches of intensive agriculture, although not, 
necessarily, of British agriculture as a whole. 

Agriculture. — ^Folloving the Wheat Act of 1932, British wheat 
acreage rose rapidly. In 1934 the acreage was 46 per cent greater 
than it had been in 1931. Oats were subject to the general 
10 per cent ad valorem tax under the Import Duties Act of 
1932; the rate was doubled in 1933 and a specific duty substituted 
in 1934, but the increase in oats acreage was small. Sugar-beet 
production, like wheat production, responded to subsidization 
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mth a large acreage increase The responses of other hues of 
agnculture to protectue measures were mixed In general, 
British agnculture has not "uiffered from reduced production 
and unemplojTnent to the same extent as the staple export 
industnes, coal mining for example ‘ However, agnculture 
has not expanded eufficiently to aly^orb an appreciable number 
of the workers no longer demanded m the export industnes 
In fact emplojTnent m agnculture in the aggregate, appears 
to ha\ e declined somev, hat «ince the ^ ar * 

OVERSEAS TRADE TENDENCIES 
Basicallj the structure of Bntish industry and overseas trade 
la not stnkinglj different from that of the prewar 5 cars Changes 
ha\e been under way dunng the last two or three decades, 
but thej ha^e not as jet exercised an influence that might be 
desenbed as revolutionary A brger proportion of persons 
available for work have been unemplojed since the War than 
was the case before the War, industnal activity has been «Iack 
m many departments since the War and there hav e been other 
evidences of readjustment In spite of the e conditions food- 
stuffs and fabricating materials contmue to bulk large in Bntain's 
imports while manufactures continue to bulk large m her exports 
A comparison of Bntish imports and exports bj classes of mer- 
chandi e for the years 1913 1923 1933 and 1935 is shown m 
Table 73 The figures indicate that foodstuffs, raw matenals 
and articles mainly unmanufactured constituted 74 per cent of 
Bntish imports m 1913, 76 per cent m 1923 and 75 per cent m 
1935 Of the exports of United Kmgdom produce, SO per cent 
were articles wholly or mainly manufactured m 1913 75 per 
cent m 1923 and 77 per cent m 1935 Regardless of efforts 
to make Great Bntain less dependent upon foreign markets 

1 Coal mines in the United Kmgdom emplojed less than SOO 000 persons 
in 1933 as compared with about I 200 000 b 1923 

Source Slaljtlieal Abitrael of UynUd Kingdom 1933, IIis Majestjs 
Sfattonerj" Office loncfoa 193 S 

1 Agriculture cmplojed possibly 10 per cent fewer persons in 1933 than 
were employed m agnculture in 1923 These agneultural data are based on 
records of one dav In June each year The decennial census shows that 
about 1 300 000 persons were emplojed m agnculture in 1921 as compared 
with about ] 200 000 m 1931 
SocHcr Ihtd 
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for textile manufactures and other goods that are becoming 
more and more difficult for her to seU abroad at profitable 
prices, the country is still predominantlj’- an importer of raw 
miaterials and an exporter of manufactured goods. Furthermore, 
the country’s external trade continues to be a relative^ large 
proportion of her total trade. Exports constituted 20 to 30 per 
cent of production during the period 1925 to 1930. Although a 


Table 73. — Classificatiox of Imports axd Exports of the United 
Kingdom for the Years 1913, 1923, 1933 and 1935^ 

(Value in millions of pounds sterling) 



Imports 

I Exports (United Kingdom produce) 



Raw 




Raw 



Year 

Food, 

drink 

and 

tobacco 

materials 

and 

articles 

mainly 

unmanu- 

Articles 
wholly 1 
or maml 3 ’^, 
manu- 
factured ; 

Total, 

including 

other 

classes 

Food, 

drink 

and 

tobacco * 

materials 

and 

articles 

mainly 

unmanu- 

Articles 
wholly 
or mainlj' 
manu- 
factured 

Total, 

including 

other 

classes 



factored 

1 


1 

factured 



1913 

290 

282 

194 

769 

33 

70 

411 

625 

1923 

609 

325 

257 

1,090 

44 

131 

680 

768 

1933 

340 

180 

151 

675 

28 

46 

282 

368 

1935 

355 

212 

185 

756 

32 

53 

329 

426 


Per cent of total imports j 

Per cent of total exports (United Kingdom 
produce) 

1913 

74 

25 

100 

20 

80 

■1 

1923 

76 

23 

100 

24 

75 

mSm 

1933 

77 

22 

100 

21 

76 


1935 

75 

24 

100 

20 

77 

m 


> Sottece: Statistical Abstracts of the United Kingdom, His Majesty’s Stationery Office, 
London. 


decline of possibly 5 to 10 per cent in the proportion which 
exports bore to production appears to have occurred between the 
prewar period and the nineteen twenties, and a further decline 
between the middle nineteen twenties and the middle nineteen 
thirties, external trade is still a relatively important factor iu 
British economy.* 

' Exports were estimated to have been appro.ximatelj" 30 per cent of 
production in 1907; 27 per cent in 1924; 20)^ to 22}^ per cent in 1930-1931; 
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Terms of Trade. — Great Bntam’s terms of trade were tending 
to worsen during the period 1900 to 1914 The early postrcar 
jears found her terms of trade more fa\orable than thej had 
been before the ^ ar There was «ome settling back, toward the 
prewar exchange ratio between prices of Bnfish imports and 
exports during the nineteen twenties with the relatii e unpro^ e- 
ment m prices of agncuUural products With the break in 
agncultural pnees m the early thirties, Bntain's terms of trade 
agam became mcreasmgly favorable The data upon which 
these conclu«ions are based are gii en m Table 74 


Table 74 — Great Britain s N et Teehs or Trase 1913 ax© 1921-1935, 
Inclcsite* 

(Baso jear, 1913} 


Lear 

Index 

Year 

Index 

^ear 

Index 

1913 

100 

1925 

8$ 

1931 

76 



1926 

83 

1932 

75 

1921 

82 

1927 

83 

1933 

72 

1922 

83 

1928 

87 

1934 

73 

1923 

84 

1929 

88 

193o 

76 

1924 

87 

1930 

$2 




> Irapsn prim dind«d br P'Kv* 8«*Chsp of tbu Tolum* for d.srusaoB 

of tb« thrcry of temu of (rid< 

Sormc« League of ^tUon^ Btnrv •/ ITerU Trade 1930 1933 and 193S Geneva 
1931 1934 and 1936 Ueed b/ couHeey of Uteloteniataoaal Dorvmeats Semee Columbia 
Coircraity Prm. 

Note Tbe index laa nltulated) deelineeaa tbe tenna of trade Improve 
See aleo London and Cambridge Eeonomie Semre f roaemtv PoeiTien <tf Great Bnlain 
Special ilemaranJuin 23 Tbe Londoa Sebool of Eronomire, London Lul^ i9''7 (bj A G 
Pigou) pp. “S. 29 

INTERNATIONAL PAYMENTS 

The comm'Tce of the United Kingdom along with that of 
other-great mdustnal nations of the world i\as so disrupted bj 
bu«mess depression dunng the three or four 5 ears foUotnng 1929 
that trends eiudenced by payments balance data extending o^ er 
the last decade may not safelj be extended into the future The 
fact that Bntam’s estimated net national shipping income 

and m 1934 about 17 per cent The decline between 19‘*4 and 1934 was, m 
part, a tetnporars result ol world wide business depression. 

Source London and Cambndge Economic Service The Rtlaiite 
Imporianee of Bnluh Export Trade, Special Memorandum 41, The London 
School of Economics, London, August, 1^5, pp 13, 17, 18 especially 
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declined from 130 million pounds in 1928 to 65 million pounds in 
1933 does not, for example, necessarity mean that in the course 
of a decade or two Great Britain will have no net income from 
shipping. Other aspects of the balance-of-paj-ments statistics 
of the United Kingdom have a more enduring significance. 
They are useful in interpreting the possible drift in British com- 
mercial policy. In the first place, Great Britain’s merchandise 
trade balance during the postwar period has been passive, as 
was the case before the War. In 1928 the excess of imports of 
merchandise over exports of mex-chandise amounted to 353 mil- 
lion pounds; the figure for 1932 was 287 million pounds and for 
1935, 261 million pounds. In the second place, shipping income 
and income from overseas investments largely offset the figure 
for net merchandise imports. In 1928 estimated net income from 
British shipping and overseas investments aggregated approxi- 
mately 380 million pounds; in 1932 the figure was 220 million 
pounds and in 1935, 260 million poxmds. A fundamental respect 
in which Great Britain’s economic situation differs from that of 
Germany, for example, is that Great Britain has a substantial 
annual income from overseas investments. This income enables 
Great Britain to secure adequate supplies of overseas foodstuffs 
and raw materials without the necessity of maintaining a value 
equivalent in merchandise e.xports. 

GREAT BRITAIN’S COMMERCIAL POLICY OUTLOOK 

Tariff Policy. — When such factors as the old and rigid indus- 
trial structure of the United lUngdom, the countrj’’s population 
density, age of its coal workings, absence of unquestioned 
leadership in technical progress and loss of trade in certain 
markets for manufactured goods are aU taken into account, a 
gradual settling of average per capita income in Great Britain, 
occurring in conjunction with industrial realignments, appears 
to be the most probable outcome of the countr 3 '^’s economic cir- 
cumstances.^ Lower real incomes may encourage an extension 

^ On the one hand, a possible decline in the population of the United 
Kingdom will tend to offset reduction in per capita national income. On 
the other hand, reduction of population through control of births will result 
in a larger percentage of old persons in the population aggregate. This fact 
may in turn tend to increase resistance to change and thus to augment a 
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of agncultural pursuits and other trades that dropped below the 
comparative cost hne during the pcnod of rapid external expan- 
sion Protectiv e measures are not necessary to a shift of labor 
and capital mto industries that once were at a comparatiie dis- 
ad^antage, but such shifts are hkely to give nse to protective 
sentiment Compromise pohaes are conspicuous m penods of 
retrenchment and readjustment necessary to the conv ersion of a 
rapidly expandmg economy into an economy that is becommg 
stationary in size or that is expanding at a regressiv e rate The 
outlook in Great Bntam is for accumulation of restnctive meas 
ures of one kmd or another as opposed to reversion to a free- 
trade policy However, extreme measures against all types of 
merchandise imports are improbable Great Bntam is not in 
position to become self contamed economically to the extent 
that the United States or Russia is self-contamed Great Bntam 
secures from overseas about half of her food supplj, the greater 
part of her petroleum, wool, alummum, sulphur, phosphates, lead 
and tin, some of her iron ore, and practically all her copper, 
cotton, rubber, potash and alloy metals Tanffs high enough to 
exclude all overseas foodstuffs and fabncatmg matenals from 
the Bntish market are unthinkable Workers certainly would 
realize that trade restnctive measures mcreased food costs if 
extreme restnctions agamst importation of the great staple com- 
modities were impo«ed Another condition unfavorable to 
extreme protection of Great Bntam’s home market (by either 
import tanffs or merchandise quotas) is the fact that the Bntish 
have overseas mvestments aggregating some 3)^ to 4 bilhon 
pounibi sterlmg The annual income from the'se mv estments is 
from 150 to 250 milhon pounds Bntish colonial mterests and 


possible Ehrmk«ge in national income or to retard its growth, as the case 
may be 

The idea of possible reduction of Great Bntam’s aggregate national 
mcome is not based on a conception that the exports of Japan, Germany, 
Italy and other competitors will drive Bntish goods out of all foreign 
markets Japanese German, Italian and other exports may, "however, 
necessitate certam shifts from old mdustnes m which Bntam once exceUed 
to other mdustnes m which she now enjoys a comparative adoanlage It is 
m part the economic instability economic disorgamration, waste of man 
power m imemplojTnent and wastage of fixed capital assets incident to 
change m an old mdustnal country that suggest possible shrinkage m 
Bntam’s natioral real mcome (not dqireciated money mcome) 
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business ventures stretch around the world. Citizens of the 
United Kingdom who are dependent upon income from these 
overseas rmdertakings are, in general, \'igorously opposed to 
protective measures. It is to their economic interest so to be. 

Protection is not absolutely essential to reduction of Britain’s 
unemplojunent. A little lowering of production costs relative to 
those of competitive foreign producers, achieved bj’’ more effective 
organization and management of business undertakings, by 
technical improvements, by devaluation of fixed capital and, if 
necessary, by salary and wage reductions, will put parts of even 
the most depressed of the country’s export industries back into 
strong competitive positions. Some lines of export are stronger 
than others. They may be expected to expand as other lines 
contract. Examples are boots, hardware, pipes and fittings, 
certain types of machinery and other comparatively light iron 
and steel goods that require skilled workmanship. It is possible 
that persistent efforts of British industrialists to introduce 
greater degrees of standardization of output in order to achieve 
economies of mass production may bear results in such lines as 
those mentioned. Exports of tools, hardware, cutler}’-, pipes and 
fittings and textile machinery increased from about 3 per cent 
of total exports (in terms of value) in 1931 to more than 4 per 
cent in 1934. These are small figures but they may suggest 
slow-mo\'ing tendencies. Even if prices of agricultural produce 
rise in relation to prices of manufactured goods, until Great 
Britain’s terms of trade are less favorable than they have been 
in recent years, there -will be little reason to anticipate recourse 
to extreme protection in Great Britain so long as the world is 
at peace. 

Empire Self-sufficiency. — Empire self-sufficiency was a con- 
ception particularly entrancing during the depression 3 ’ears when 
economic nationalism was increasingly conspicuous in all the 
leading commercial nations of the world. British advocates of 
Empire self-sufficiency recognized the fact that Great Britain’s 
merchandise imports should continue largely to exceed her 
merchandise exports. They reasoned to the effect that the 
country might well afford to purchase increasing proportions of 
her food and raw-material imports from Empire countries and 
shift an increasing proportion of her foreign investments to them. 
Imports of manufactures into the United lUngdom -would be 
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reduced to a minimum Exports of Bntish manufactures uould 
be expected to decline as imports declined This conception of 
policy ivould divide Britain’s external trade into two categones 
trade u ith Empire countries and trade with non-Empire coun- 
tnes Trade with Empire countnes would consist prmcipally 
of imports of foodstuffs and raw materials Imports from the 
impenal realm might be far in excess of exports of manufactures 
to it Trade with non-Empire countnes would consist pnn- 
cipally of an exchange of certam types of manufactures, some 
exchange of coal for Continental manufactures and some exchange 
of Bntish manufactures for raw matenals and foodstuffs not 
obtainable withm the Empire The non Empire trade w ould be 
expected to become a declining proportion of the whole and 
capital investment m non-Empire countnes would be expected 
to become a smaller proportion of the whole 

In this connection the figures for Bntish trade with Empire 
and non Empire countnes and the location of Bntam’s foreign 
investments as between Empire and non-Empire countnes are 
illuminating In 1934, 47 per cent of Great Bntain’s eSports 
went to Empire countnes and 37 per cent of her imports came 
from Empire countnes The corresponding figures for 19^13, 
were 37 per cent and 2o per cent respectively The data are 
summanzed m Table 75 The figures indicate that trade with 
Empire countnes has increased since 1913 in relation to trade 
with non Empire countnes 

Other data suggest that Great Bnlam’s foreign investments 
may be tending to shift toward Empire countnes The ratio of 


Table 7o — Great Britain’s Trade wrrn Eupibe Countries and 
NON Empire Countries* 

(Exports in per cent of total exports, imports in per cent of total imports) 


Year 

Empire countnes 

1 Non Empire countnes 

Exports to 

1 Imports from 

Exports to 

j Imports from 

1913 

37 

25 

63 

75 

1929 

44 

29 

50 

71 

1934 

47 

37 

53 

63 

1935 

4S 

37 

52 

C3 


> Culculatrd front export And import data in Tk* Eeonom « Febn srx 23 1935 pp. 407 
40S and Februirr 22 193S pp 398 399 utek entiled Bntune Markets 
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British overseas investments in dominion, colonial government 
and municipal securities in non-Empire countries to the total of 
such overseas investments has declined steadily since 1928. 
These data are summarized in Table 76. 


Table 76. — ^Bbitish Investment in Empire and Eoeeign Loans, Foreign, 
Dominion and Colonial GoraHNMENT Secdbities Onlyi 
(Millions of pounds) 


End of 
year 

Empire loans 

Foreign loans 

Total 

Ratio of foreign 
loans to total, 
per cent 

1928 


364 


26.0 



351 


24.9 

mi 


357 


24.9 

mm 


337 

1,441 

23.4 

US 

1,109 

323 

1,432 

22.6 

EB 

1,147 

333 

1,480 

22.5 


1,163 

336 

1,499 

22.4 

■m 





1936 






•Soubce: Kinderslet, Sib Bobeet, “British Overseas Investments,” The Economic 
Joumalt September, 1934, September, 1935, and December, 1936. Used by courtesy of 
MacmiHan i: Co., Ltd., London. 


The data in Table 76 cover only one category of overseas 
investments, viz., foreign, dominion and colonial government 
and municipal securities. This category of securities represented 
less than half of the total of British overseas investments for the 
years in question. However, there is no reason to believe that 
the trends are not similar in the other two categories, viz., invest- 
ments in British companies abroad and in foreign and colonial 
companies. 

The overseas trade tendencies (Table 75) and the overseas 
investment tendencies (Table 76) are in harmony %vith the idea 
of a greater degree of Empire self-sufficiency. With the outlook 
for continuation of political unrest in non-Empire countries, and 
with domestic circumstances in the United Kingdom favoring 
continuation of a protective-tariff system, the tendencies in 
question may continue. However, the proportion of Britain’s 
external economy that now depends upon Empire countries is 
not so large as to foreshadow a high degree of Empire self- 
sufficiency within the predictable future. Furthermore, world- 
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wide recovery of general business conditions may be accompanied 
by relaxation of non-Empire trade bamers, with the result that 
the volume of Great Bntain's trade wuth non-Empire countries 
may increase, for a time, faster than her trade with Empire 
countnes Fmall3, there are other unpredictable possibihties 
Japan might, for example, succeed in so stabihzmg political con- 
ditions m the Onent as to make China an attractiv e country for 
foreign investments A development of this character might 
divert a substantial portion of the outward flow of new Bntish 
loans away from Empire countries to Chma In a competitive 
economy busmessmen are constantly seeking for opportumties 
to earn larger profits on tbeir busmess ventures Forces more 
substantial than sentiment, and vague fears of Empire dissolution 
at some distant date, will be necessary to enforce legislation 
calculated to divert British trade and investments from more 
profitable opportumties m non-Empire countnes to less profitable 
opportumties witbm the Empire 
Monetary Pohey — So many monetary and banking considera- 
tions far beyond the scope of this study, enter into the question 
of znonetaty stabihzation m its relation to foreign commercial 
policy that no attempt will be made to deal with the subject at 
length However, two obsenations are pertment In the first 
place, a continuous process of currency depreciation cannot be 
successful mdefimtely, because it approaches a zero value of 
currency as a limit In the second place, there is httle hope for 
enduring industrial stabiht) m Great Britain or elsewhere with- 
out international stabihzation of currencies These facts suggest 
the probabihtj of «ome form of mtemational currency stabihza- 
tion m the course of time 
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POSTWAR TENDENCIES IN FRANCE 

France is more self-contained than Great Britain; her popu- 
lation is less dense and her industry more diversified.^ Being 
less dependent than Great Britain upon export trade in a few 
lines, France was in a better position than Great Britain, during 
the depression of the nineteen thirties, to keep her external 
pa 3 ’ments balanced by the application of trade restrictive 
measures. 


INTERNATIONAL PAYMENTS 

League of Nations estimates indicate that French imports of 
goods in 1933, for example, amounted to 9,000 million francs 
more than her exports. Of this total, 4,300 million francs’ worth 
of merchandise imports were paid for with services — shipping, 
banking and communication sendees, entertainment of tourists, 
etc. Net interest and dividends owed by foreigners to French- 
men canceled another 1,750 millions of the 9,000 millions of 
francs owed on net imports. The balance is 2,950 million francs 
(9,000 million less 4,300 millions less 1,750 millions). A net 
balance of 2,000 million francs iu gold was sent to foreign coun- 
tries in 1933; this left an unpaid balance of 950 million francs’ 
worth of merchandise imports. Presumably payment was made 
by the transfer of French-owned securities to foreigners.^ 

^Approximately 38 per cent of the gainfully employed population of 
France was engaged in agricultural pursuits as compared with onb' about 
6 per cent in the United Kingdom as of the year 1936. Only 33 per cent of 
the gainfully employed population of France was engaged in manufacturing 
and mining as compared with approximately 46 per cent in the United 
Kingdom. France had relatively more agriculture and relatively less 
manufacturing, trade and mining than Great Britain. 

^SotmcE: League of Nations, Balances of Payments, 1933, pp. 82^., 
Geneva, 1934, for the 1933 data, and later issues for French balance-of- 
payments data for more recent j'ears. 
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the merchandise imports of a gold standard country 
largely exceed its merchandise exports difficulty may be expen 
enced m prexentmg gold mthdranab from depleting reserves, 
unless the coxmtrj is borrowing heavily abroad for railway con- 
struction or installation of other long m ed improv ements or 
unless it has a large invisible mcome As already stated, the 
orthodox solution to such a difficulty is reduction of production 
costs and pnees of domestic goods, thus increasing merchandise 
exports But because of ngidities m modem sj stems of mdus- 
try, prompt cost reductions sufficient to correct an unfav orable 
balance of payments are not always possible of achievement 
The altemativ e to cost reduemg is some Lind of expediency meas- 
ure One t jTie of expediency solution to the problem is divorce- 
ment of domestic currency from its gold base This is the pohey 
followed bj Great Britain m 1931 Another type of expediency 
solution to the problem is testncUon of meicbandise imports or 
subsidization of merchandise exports Imports maybe restricted 
bj tariffs by import quotas or by limitation of foreign exchange 
transfers Great Bntain as already stated, divorced the pound 
from gold m 1931 France and other gold bloc countries^ 
attempted to buttress their currencies agamst the effects of 
unfavorable payments balances by placing tariff and quota 
restnctions against merchandise imports * 

TRADE RESTRICTIVE MEASURES IN FRANCE 

Tariffs and Merchandise Quotas — ^From 1927 to 1930 French 
protection tended toward more liberal policy * After 1930, the 
trend was reversed Before the end of 1931, quotas were bemg 
adopted which fixed limits to quantities of vanous goods that 

*As ongusally constituted sfter the failure of the London Economic 
Conference in 1933 the gold bloc bad five raemben France Italy Holland, 
Switiecland and Belgium wtth a somewhat uncertain adhesion of Poland 

* AH told some SO or more coiratnes since 1931 have estabbshed quota 
systems to restnet imports This device has not been confined to gold bloc 
countnea. 

* Prior to the years 19^ and 1928 monetary instability was so acute in 
France tliat permanent revision of tanffs and treaties was not attempted 
Pnor to these j ears French duties were m general higher than they had 
been before the IVorld War and most favored nation clauses were fewer 
In 1927 and 1928 tanffagreementsnere completed Tilth German>, Switzer 
land Italy Belgium and a number of other countnes Most favored 
nation clauses were incorporated in the agreements 
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might be imported during specified periods^ The quota system 
•was first put into action in France by decree of the Ministry of 
Agriculture, May 5, 1931. The decree in question required 
importers to secure licenses for fertilizers. On July 10, 1931, a 
si m ilar practice 'sras applied to coal imports. In these instances, 
no annoimcement "was made as to the total volume of goods to be 
admitted. The first quota regulation fixing a definite quantity 
of nnports appeared July 17, 1931. It limited imports of flax 
to 50,000 metric tons for a period of one year. By the end of the 
year 1931, import quotas had been placed on dairy produce, 
cheese, butter, sugar, meal, -nine, fish, cattle, ■wood and a number 
of other commodities. The quota S 3 ’-stem started ■with agri- 
cultural commodities that were not subject to treaty agreements 
to the same extent as manufactured goods; it soon spread to 
manufactures. ■ In the ten months foUo^nfing July, 1931, 61 
decrees pro\dding for quota restrictions were handed down. 
They covered more than 1,100 items of the tariff schedule, or 
about one-seventh of the entire schedMe. The list of articles 
subject to quota continued to increase. In 1936 it comprised 
more than 3,000 items. 

Import quotas may be ■unilateral (imposed by an importing 
country ■without consultation udth exporting countries) or they 
maj' take the form of bilateral agreements or treaties.- Bilateral 
quotas pro^vdde for negotiations ■with the foreign governments or 
private foreign interests affected, before the quota system is 
established. An advantage of this type of quota is that exporters 
may be induced to take responsibility for not exceeding their 
allotments. 

From the point of ■view of the origins of goods, import quotas 
are of various kinds. The globular quota applies to all countries 
alike. Under the globular system, anyone may import and anj” 
coimtry may send any amount of the goods affected until the 
quota is filled. Another type of quota allots fixed amounts of 
imports to various exporting countries in accordance ■with trade 
statistics of pre^^dous years. A third type of quota system 
involves import licenses. Under this system, imports are pro- 

^ For a discussion of Frencli quotas, see Haight, F. A., French Import 
Quotas, A New Instrument of Commercial Policy, P. S. King & Son, Ltd., 
London, 1935. 

® Multilateral agreements or treaties may also have quota provisions. 
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rated both to exporting countries and to domestic importmg 
firms on a basis of statistics of previous trade All the foregoing 
types of quotas were put into use m France dunng the early 
nineteen thirties 

Eichange-clearmg Agreements — Contemporaneously with the 
establishment of merchandise quotas in France dunng the early 
mneteen thirties there developed a system of exchange-cleanng 
agreements Presumably, the exchange-cleaimg agreement is 
merely for the purpose of facihtatmg mtemational payments 
Inasmuch, however, as it tends to direct or suspend transfers of 
foreign exchange, it may act to direct and to restnct merchandise 
trade Durmg the early thirties, France negotiated clearmg 
agreements with 11 countnes * The agreements became an 
integral part of the system employed by the French government 
for controUmg the country’s export import trade 
There is no way of measunng the precise effect of merchandise 
quotas and eTchange-cleanng agreements upon the foreign trade 
of France, but close students of the subject unanimously agree 
that the restrictions contributed to the sharp contraction of both 
imports and exports that characterized the depression years 

EXPORT-IMPORT TRADE TENDENCIES 
Any one of a number of different umts may be employed m the 
measurement of export import trade tendencies Aggregates 
may be taken m terms of national currencies or of some mter- 
national currency (gold or sterlmg, for example) or aggregates 
may be taken m terms of weights (metric tons, for example) A 
lalue measure is subject to the \aganes of fluctuatmg currencies 
A weight measure is subject to errors ansmg from differences m 
the merchandise composition of exports and imports from time 
to tune Changes in coal experts, for example, run the weight 
measure up or down rapidly m proportion to -value changes, 
whereas vanations in jewelry eaports or imports may laigely 
nifpff. yalues much xoSues^s over wejghts- Jt 

is well to take mto account the limitations of any general measure 
of export import trade that may be used for purposes of com- 

* Bulgaria, Chile, Ecuador, Estonia, Germany, Greece, Hungary, Latvia, 
Rumania, Turkey and Yugo^via 

SoimcE League of Nations, Enquiry xni» Cleannq Agreements Geneva, 
1935 
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parison. With, these warnings in mind, let us examine the export- 
import trade tendencies in France during recent years. 

If 1926 is taken as a base year, the export-import tonnage index 
of France rose from 100 per cent in 1926 to 127 per cent in 1929, 
and declined to 94 per cent in 1933. In 1935, the figure was 
approximately the same as it had been in 1933. The aggregate 
of French exports and imports declined about 26 per cent between 
1929 and 1933; between 1933 and 1935, the aggregate underwent 
no substantial change. Prior to 1933, exports declined faster 
than imports. Imports were 40 per cent more than exports in 
1926, 49 per cent more in 1929, 92 per cent more in 1933 and 
approximately 52 per cent more in 1935. Although the aggregate 
tonnage of French trade did not increase between 1933 and 1935, 
exports increased and imports declined. In other words, the 
trade balance of France was less xmfavorable in 1935 than it had 
been in 1933.“ 

In broad outline, the composition of French export-import- 
trade does not appear to have undergone any verj'’ revolutionaiy 
modifications during the years in question. Raw materials were 
most conspicuous in the import list and manufactured goods in 
the export list. In 1926, imports of wool, cotton, coal, petroleum 
(including kerosene and gasoline) and wheat constituted approxi- 
mately 26 per cent of all imports for consumption (in terms of 
value). The corresponding figure for 1933 was 25 per cent. 
Among the list of exports, chemicals, dyes, machinery and other 
metal manufactures, hearty iron and steel goods, silk, wool and 
cotton fabrics and wine were conspicuous. This group of manu- 
factures constituted approximately 32 per cent of exports of 
French products in 1926 and 34 per cent in 1933. 

* SotfHCE: League of Nations, Monthly Bulletin of Statistics, Geneva, 
January, 1936. Used by courtesy of International Documents Service, 
Columbia University Press. 

* Both the import and the export trade of France undenvent changes in 
composition during the period under consideration, but the changes were not 
of a nature to invalidate the conclusions tliat have been drawn. Between 
1929 and 1933 French imports and exports (in terms of national currency) 
declined about 57 per cent. Imports in terms of national currency exceeded 
exports by 16 per cent in J.929, 54 per cent in 1933 and approximately 34 per 
cent in 1935. 

Soubce: League of Nations, Monthly Bulletin of Statistics, Genex'a, 
January, 1936. Used by courtesy of International Documents Service, 
Columbia University Press. 
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As already stated, France is m better position than Great 
Britain to safeguard her internal economic stability by trade 
restncti\e measures because her industry is more diversified than 
that of Great Britain and her exports constitute a smaller pro- 
portion of total production tlian is the case m Great Britain 
Howe\er, when one recalls the fact that France imports prac- 
tically all the petroleum, cotton, rubber, manganese, copper, 
nickel, chromite, tungsten and tin that she consumes, the greater 
part of her consumption of wool, sulphur, amc and lead, sub- 
stantial proportions of her annual consumption of coal, nitrates, 
phosphates, antimony and some staple foodstuffs (such as wheat), 
he will not jump quickly to the conclusion that French pohcy is 
aiming at economic self-suflSciency The more probable course 
of development in French commercial pohcy is toward relaxation 
of existing trade restrictions, if and when international currencies 
are stabilized and world-wide industrial recovery occurs * 

GENERAL CONSEDERATIONS 

The international commercial pohcy of France, as m fact of 
any great pow er, cannot be divorced entirely from considerations 
of national defense The watchword of French diplomacy is 
securtly With a stationary population of approximately 
42 millions, France is constantly concerned over the possibility of 
German mvasion Germany (Saar district excluded),* has an 
expanding population In 1910, the German population (present 
boundancs, excluding Saar distnct) was approximately 58 mil- 
hons In 1935 it as 65 mdhons The mcrease m Germany’s 
population during the quarter century 1910 to 1935 was approxi- 
mately 7 millions as compared with an increase in French popu- 
lation during the same penod of about H xniUion or 600,000, 
(allowance being made for temtonal annexations provided for 
in the Treatj of Versailles) With a stationary and not over- 
crowded population* in the homeland, and with a colomal empire 

* Signs of world wide business improvement have been in evidence since 

1934 

* Tlic population of the Saar distnct was about 825,000 m 1933 
SoTJHCE Foretffn Commeret Yt<ubook, U 8 Department of Commerce, 

1935 

* The population density of Contmeatal France is approximately 200 per 
square mdc as compared with population densities of approximately 370 
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(second only to that of Great Britain) for future exploitation, 
France has no ambitions for territorial expansion in Europe. Her 
primary desire is security. Germany, on the other hand, has no 
colonies; she was forced to cede certain of her Continental terri- 
tories to other European nations at the end of the World War 
and, apparently, she is ambitious to extend her territorial posses- 
sions, to consolidate her position on the Continent and to acquire 
a colonial empire. 

Causes of the age-old struggle between France and German}'^ 
have not been buried. France was the first European country to 
achieve national solidarity and dominance in European affairs. 
The rise of Germany was a challenge to the accustomed position 
of French leadership and authority. Loss of Alsace and Lorraine 
to Germany in 1871 was never accepted b 5 ’' France as a permanent 
arrangement. Reacquisition of the Alsace-Lorraine region in 
1918 was a challenge to France to insure the permanency of its 
possession by all means within her power. The Treaty of Ver- 
sailles gave France ethnic unity and left her with the foundations 
for economic prosperity, but it did not give her ironclad guaran- 
ties of national security. 

All the possible effects of the international political situation 
upon the commercial policy of France during postwar years 
caimot be traced; they are too involved with considerations of 
French psychology and the perplexing complications of postwar 
financial and industrial instability the world over. In general, 
the international political outlook in France has without 
doubt contributed to her postwar policy of extreme economic 
nationalism. 

Trade restrictive measures and attempts to acquire and to 
maintain large gold resen'-es, thus to strengthen her financial 
influence in world affairs, are among the eridences of French 
nationalism. Another indication is the development and per- 
sistent maintenance of a large steel industr 3 ^ Steel is one of the 
principal ingredients of military armaments. In 1913, French 
output of steel ingots and castings totaled approximately 4,614,- 

per square mile in Germany, 354 in Italy, 706 in Belgium, 499 in the United 
Kingdom, 629 in the Netherlands, 261 in Switzerland, 279 in Czechoslovakia, 
249 in Hungary and 226 in Poland. 

Sotjhce; Foreign Commerce Yearbook, 1935, U. S. Department of Com- 
merce. 
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As already stated, France is in better position than Great 
Britain to safeguard her internal economic stability by trade 
restnctiv e measures because her mdustrj is more di\ ersified than 
that of Great Bntain and her exports constitute a smaller pro- 
portion of total production than is the case in Great Britain 
Howeier, when one recalls the fact that France imports prac 
tically all the petroleum, cotton, rubber, manganese, copper, 
mckel chromite, tungsten and tin that she consumes, the greater 
part of her consumption of wool, sulphur, zmc and lead, sub- 
stantial proportions of her annual consumption of coal, mtrates, 
phosphates, antimony and some staple foodstuffs (such as wheat), 
he will not jump quickly to the conclusion that French pohcy is 
aiming at economic self-sufficiency The more probable course 
of del elopment in French commercial pohcy is toward relaxation 
of existmg trade restrictions, if and when mtemational currencies 
are stabilized and world-wide mdustnal recovery occurs * 

GENERAL CONSlDERATIOnS 

The mtemational commercial pohcy of France, as m fact of 
any great power, cannot be divorced entirely from considerations 
of national defense The watchword of French diplomacy is 
security With a stationary population of approximately 
42 millions, France is constantly concerned over the possibihty of 
German mvasion Germany (Saar distnct excluded),* has an 
expanding population In 1910, the German population (present 
boundanes excludmg Saar distnct) was approximately 68 mil- 
hons In 1935 it was 65 miUions The mcrease in Germany’s 
population durmg the quarter century 1910 to 1935 was approxi- 
mately 7 milhons as compared with an mcrease m French popu- 
lation dunng the same penod of about milhon or 600,000^ 
(allowance bemg made for temtonal annexations provided for 
m the Treaty of Versailles) With a stationary and not over- 
crowded population* m the homeland, and with a colomal empire 

Signs ot world wide business uoprovement have been in evidence since 

1934 

* The population of the Sasr distnct was about 825 000 in 1933 
SouBCE Foreign Commerce Yearboot, U S Department of Commerce, 

1935 

• The population density of Coatinaital France is approximate!} 200 per 
square mile as compared with populatuHi densities of approximately 370 
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(second only to that of Great Britain) for future exploitation, 
France has no ambitions for territorial expansion in Emope. Her 
primary desire is security. Germany, on the other hand, has no 
colonies; she was forced to cede certain of her Continental terri- 
tories to other European nations at the end of the World War 
and, apparently, she is ambitious to extend her territorial posses- 
sions, to consolidate her position on the Continent and to acquire 
a colonial empire. 

Causes of the age-old struggle between France and Germany 
have not been buried. France was the first European country to 
achieve national solidarity and dominance in European affairs. 
The rise of Germany was a challenge to the accustomed position 
of French leadership and authority. Loss of Alsace and Lorraine 
to Germany in 1871 was never accepted by France as a permanent 
arrangement. Reacquisition of the Alsace-Lorraine region in 
1918 was a challenge to France to insure the permanency of its 
possession by aU means within her power. The Treaty of Ver- 
sailles gave France ethnic unity and left her with the foundations 
for economic prosperity, but it did not give her ironclad guaran- 
ties of national security. 

All the possible effects of the international political situation 
upon the commercial policy of France during postwar years 
cannot be traced; they are too involved mth considerations of 
French psychology and the perplexing complications of postwar 
financial and industrial instability the world over. In general, 
the international political outlook in France has vdthout 
doubt contributed to her postwar policy of extreme economic 
nationalism. 

Trade restrictive measures and attempts to acquire and to 
maintain large gold reserves, thus to strengthen her financial 
influence in world affairs, are among the evidences of French 
nationalism. Another indication is the development and per- 
sistent maintenance of a large steel industI 3 ^ Steel is one of the 
principal ingredients of military armaments. In 1913, French 
output of steel ingots and castings totaled approximately 4,614,- 

per square mile in Germany, 354 in Italy, 706 in Belgium, 499 in the United 
Kingdom, 629 in the Netherlands, 261 in Switzerland, 279 in Czechoslovakia, 
249 in Hungary and 226 in Poland. 

Sotjbce: Foreign Commerce Yearbook, 1935, U. S. Department of Com- 
merce. 
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BARRIERS AGAINST THE EXTERNAL EXPANSION OF 

GERMANY^ 

Germany, like England, France and other countries, has foimd 
herself surrounded by a set of postwar conditions so different 
from those which went before as to contribute to changes in 
her international commercial policy. 

THE BACKGROUND OF GERMANY’S POSTWAR COMMERCIAL 

POLICY 

About 100 years ago, 1833-1834 to be exact, the German 
ZoUverein (customs union) went into effect. It obliterated tariff 
barriers to commerce among the several German states. The 
ZoUverein marks the beginning of a policy of German-Empire 
nationalism even though nearly half a century elapsed before 
the German states were fused into a unified political empire. 
The political fusion foUowed united military action against a 
co mm on foe (France) at the time of the Franco-Prussian War 
(1870-1871). After the war, the Bismarck Tariff of 1879, 
and succeeding meas'ures of tariff protection, helped to bind the 
German states into a permanent union. ParaUel with population 
growth and in response to ambition for industrial achievements, 
an increasing proportion of the German people shifted their 
energies from agricultural pursuits to manufacturing, mining 
and commerce. In short, between 1833-1834 and 1914 a 
number of politically independent, agricultural states in the 
region which is the Fatherland of the German Empire were 

’ Among references in English on the subject of Germany’s postwar 
commercial policy, the following are particularly useful: 

Ropke, Wilhelm, German Commercial Policy, Longmans, Green & 
Co., London and New York, 1934. 

Angell, James W., The Recovery of Germany, Yale University Press, 
New Haven, rev. ed., 1932. 

Habhis, C. R. S., Germany's Foreign Indebtedness, Oxford Univ'ersity 
Press, London, 1935. 
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000 long tous, m 1934 it totaled approximately 6 , 050,000 long 
tons, an mcrease of 31 per cent Between the«e dates, mz , 
1913 and 1934 , German output of steel ingots and castings 
declined about 36 per cent (from 18 , 632,000 long tons to 11 , 825 ,- 
000 long tons) , British output increased only about 17 per cent 
(from 7 , 661,000 long tons m 1913 to 9 , 000,000 m 1934 ) One 
would anticipate some expansion of the French steel industry as 
a result of acquisition of the iron mmes of Alsace and Lorrame 
Inasmuch, however, as France has a deficiency of coal and Ger- 
many a deficiency of iron, one would expect French iron to move 
to German coal m much larger quantities than German coal 
moved to French iron, if economic movements were unobstructed 
by pohtical pohcy Increase in the size of the steel industry of 
France and reduction in the size of the German steel industry 
would have economically and logically followed annexation of 
Alsace and Lorrame by France and their loss to Germany The 
postwar pohcy of Franco m the collection of reparations coal and 
m encouraging coal unportations from Germany by other meas- 
ures appears, however, to have encouraged more of a shift in the 
steel industry from Germany to France than purely economic 
circumstances might hav e warranted 
As already stated, the outlook for commercial pohcy m France 
13 probably more in the direction of a relaxation of trade restric- 
tions, with the adv ent of industrial recovery, than in the direction 
of greater self-sufficiency However, the future dnft in French 
policy is uncertam In spite of attempts to stabihze her export- 
import trade by the imposition of merchandise quotas, thus to 
prevent lo‘«s of monetary gold reserve, France was forced to 
devalue the franc m 1937 The mtemal economic and financial 
structure of the country is unstable, and no political party has a 
sufficient popular majority to permit the apphcation of v igorous 
and consistent measures lookmg to sustamed stability 
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BARRIERS AGAINST THE EXTERNAL EXPANSION OF 

GERMANyi 

Germany, like England, France and other countries, has found 
herself surrounded by a set of postwar conditions so different 
from those which went before as to contribute to changes in 
her international commercial policy. 

THE BACKGROTJITD OF GERMAIJY’S POSTWAR COMMERCIAL 

POLICY 

About 100 years ago, 1833-1834 to be exact, the German 
ZoUverein (customs union) went into effect. It obliterated tariff 
barriers to commerce among the several German states. The 
ZoUverein marks the beginning of a policy of German-Empire 
nationalism even though nearly half a century elapsed before 
the German states were fused into a unified political empire. 
The political fusion foUowed united military action against a 
common foe (France) at the time of the Franco-Prussian War 
(1870-1871). After the war, the Bismarck Tariff of 1879, 
and succeeding meases of tariff protection, helped to bind the 
German states into a permanent union. Parallel with population 
growth and in response to ambition for industrial achievements, 
an increasing proportion of the German people shifted their 
energies from agricultural pursuits to manufacturing, mining 
and commerce. In short, between 1833-1834 and 1914 a 
number of politically independent, agricultural states in the 
region which is the Fatherland of the German Empire were 

* Among references in English on the subject of Germany’s postwar 
commercial policy, the foUovring are particularly useful; 

Ropkb, Wilhelm, German Commercial Policy, Longmans, Green & 
Co., London and New York, 1934. 

Angell, James W., The Recovery of Germany, Yale University Press, 
New Haven, rev. ed., 1932. 

Haheis, C. R. S., Germany's Foreign Indebtedness, O.vford University 
Press, London, 1935. 
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pobtically unified and industrialized Betireen 1833 and 1914 
the population of the region m question increased more than 
100 per cent ^ In the earl 3 years of the nineteenth centurj , 
possibly 75 or 80 per cent of the German population was engaged 
m agncultural pursuits,* m 1880, about 40 per cent and m 1933, 
only about 29 per cent * German agriculture did not decay 
dunng the nineteenth century, m fact, production of agncultural 
goods mcreased but mining, manufacturing and commerce 
expanded more rapidly Agriculture dechned m a relative sense 
only, not m an absolute sense Parallel with the rapid expansion 
of mimng, manufacturing and mtemal commerce went a process 
of economic internationalization — a process of external economic 
expansion, m short, an increase in foreign trade and foreign 
investments Germany ’s foreign trade increased at least 100 per 
cent between the end of the Franco-Pru«sian War and the begm- 
mng of the ^ orld \\ ar ‘ In 1913, Great Britain was the only 
country that bad a larger share of uorld trade than Germany 
Germany was a capital lending country in 1913, sbe was m the 
fourth stage of the tmestment cycle, ^ her foreign investments 
aggregated some 25 to 30 billion marks, her trade balance waa 
passiv e 

Germany came out of the World War a debtor nation In 
1919 she oued annual sums for interest and pnncipal on foreign 
debts far exceeding any income on capital account u hich might be 
expected from such of her foreign mvestments as had not been 

‘ Ogc F a , and W R Sharp, Eeonomtc DvrelopmerU of Modem EuT<xpe, 
The Macmillan Company, hew '^ork, rev ed , 1930 p 320 

* Dat, Cltve Econom\e Dectlopmenl jn Modem Europe, The Macmillan 
Company New York, 1933 p 230 

'Foreign Commerce "itarhooX, 1939,1} S Pepartment o! Commeree 

* Source Ogg and Sharp, op at,p 29S 

‘The first stage of the m^estment cjcl* 13 a capital borrowing stage 
accompanied by a passive (import) balance of trade, the “second stage is an 
interest paymg stage accompanied by an active (export) babnce of trade, 
the Maid stage is characterued bj a targe loltune oS capita) exports aecom 
panied by an active trade balance In the fourth stage income from 
foreign mv estments annually exceeds new capital loans and the merchandise 
trade balance is passive (import balance) German trade switched from 
an import balance (first stage) to an export balance (second stage) about 
1880 The second stage short in duration Bj the middle eighteen 
nmeties Germany’s merchandise balance had become passive again. It was 
passive every year from 1894 to 1913 inclusive 
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disposed of during the War. Germany’s trade balance after 
the War should logically have been on the export side, but 
her industrial system was geared to produce manufactured 
goods for export and her creditors were unwilling to open their 
markets to manufactures. The War and the Peace Treaty had 
not basically altered the pattern of Germany’s industrial struc- 
ture. It is true that the Treaty of Versailles separated Germany 
from 10 or 12 per cent of her Continental population; 12 or 13 per 
cent of her European territory, all her colonies, an important part 
of her coal mines and a substantial portion of her iron mines. 
It is true also that German economy was in a state of confusion 
in the early nineteen twenties and that inflation added to the 
confusion. Nevertheless essential parts of the prewar super- 
structure of muring and manufacture for export survived. 

In 1923 the mark was temporarily stabilized^ and in 1924 
came the Dawes plan. Huge foreign loans were made to Ger- 
many during the period 1924-1929. These loans augmented 
Germany’s foreign debt, postponed solution of the transfer 
problem inherent in the rising volume of debt service paymente 
to which the country was committed and stimulated rationaliza- 
tion^ of the old mining-manufacturing sj’-stem. By the time 
foreign lending to Germany had begum to dry up in the late 
nineteen twenties, the cormtry’s mining-manufacturing system 
had been reequipped for efficient production of manufactures 
for foreign markets that did not exist. 

United States, Great Britain, France and other wealthy 
creditor countries were rmwilling and politically incapable of 
bringing about capital devaluations and other forms of income 
distribution at home, necessary to enlarge their markets suffi- 
ciently to accommodate German exports. Capital was available 
in the wealthy nations for extension of loans to industrially 
backward regions (Mexico, South American countries and China, 
for example) but political instability in these covmtries retarded 
the process of industrializing them. Spread of the power- 
machinery economy from the more advanced to the less advanced 
nations of the world and population increase in sparsely settled 

> The mark was temporarily stabilized in 1923 by a process of retiring 
the old currency at a near-zero value and introducing a new Rentenmark 
currency. 

2 By rationalization is meant a retooling and reorganization for more 
efficient operation. 
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regions did not go forward rapdly enough to create a market 
m industrially backward regions for the manufactures that 
Germany was equipped to produce for export A\ailable 
markets for German e-'qxats m sufficient quantity to balance 
her mtemational accounts did not exist The mei itable result 
was cancellation of some of Germany’s foreign debts and reor- 
gamzation of the countiy’s recently rationabzed industnaJ 
and commercial superstructure The change was initiated by a 
financial pamc and mtroduction of exchange controls m Germany 
mI93I 

After cessation of Amencan loans to Germany and the Umted 
States stock market collapse (1929), xvithdrawals of funds 
from Germany proceeded on a rising scale The collapse of the 
Austrian Kreditanstalt (Apnl, 1931) caused the flight from the 
mark to become precipitate The Reichsbank’s gold and 
foreign resenes dwindled at an alarming rate* President 
Hoo-ver’s war-debt reparations moral onmn proposal was 
accepted by the French after some weeks of acrimonious debate 
but it came too late to steady the German financial structure 
In July, 1931, one of the biggo«t Gcnnan jomt-stock banks, 
the Darmstadter- und Nationalbank, closed its doors Complete 
collapse of the Gennan banking was a\erted by the 

German go\ernment'8 mtenenlion Exchange control was 
mtroduced at this tune to avoid a collapse of the German cur- 
rency With the introduction of exchange control, foreign 
credits of various kinds became “frozen” m Germany 

Administration of the system of exchange controls has kept 
the problem of balancmg Gennanj 's international payments 
m the foreground What with reparations, semce charges on 
borroued capital and a net import balance of merchandise, 
Germany’s mternational payments had been out of balance m 
1929 by about 2 820 million marks * Let us eliminate reparations 
(amounting annually to about 900 milbon marks under the 
Young plan) and net ser\uce charges on foreign capital (amount 

^ rrmiiTg! cp «( , p 16 

* This 2 820 million debit or import tolance was canceled m 1929 by net 
exports of 440 minion marks in gold and aa increase m the foreign debt 
amounting to about 2 3S0 tniUion marks. 

SouBCE League of Nations, MeTiwandum on IrUenU2itoncl Trade and 
Balance of Pa^/merUe, 1927 1929 Vo! 11, Geneva 1931 U«ed by courtesy 
of International Documents Service, Colombia Umversity Press. 
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ing in 1929 to approximately 873 million marks). With these 
items eliminated, the debit balance is still over a billion marks 
(2,820 million less 900 million, less 873 million). How was the 
country to balance the account? Was Germany to entertain 
foreign visitors, build ships and conduct a larger part of her 
carrying trade, reduce merchandise imports or what? 

Germany’s problem of balancing her international payments 
after the crisis of 1931 was even more acute than the somewhat 
analogous problems in Great Britain and France, cited in earlier 
chapters. After failing to bring her international accounts 
into balance by deflation, Germany attempted to balance 
them by more vigorous regulation of import-export trade. 
Import tariffs, import quotas, industrial subsidization and 
exchange restrictive measures — all were employed. Merchandise 
quotas were used relatively less in Germany after 1931 than in 
France; foreign exchange restrictions were used more in Germany 
than in either France or Great Britain. The roles played by 
trade restrictive devices in Germany during recent years . can 
best be indicated by treating them in historical sequence. 

POSTWAR TRADE RESTRICTIVE MEASURES 

Import Tariffs. — ^Before proceeding with a discussion of 
Germany’s system of foreign exchange restrictions let us re'vdew 
briefly the countr 3 ’’’s postwar customs tariff history. IMost 
of Germany’s tariffs were removed during the World War. 
After 1925 a new system of protection was established. With 
stabilization of the mark in 1924, and in anticipation of the 
expiration of limitations on Germany’s commercial policy, 
fixed by the Versailles Treaty,' interest in protection was reidved. 
Traditionally, iron and steel and agriculture had been the main 
strongholds of German protectionism. In 1925 agricultural 
interests (particularly grain interests) were more idgorously in 
favor of protection than ever before. The steel industry’' was on 
an export basis in 1925, but being highly cartelized, certain 
monopoly advantages were to be had from protection. The 
cartelized steel producers were in position to sell at home and 
abroad at different price levels. Agriculture and steel continued, 
therefore, in the postwar period, as in the prewar period, to be 

* Treaty limitations on Germany’s commercial policy expired January 10, 
1925. 
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<tronf;liolds of protcctiomst fcntimcnt Tlic^se proups were 
strenpthoned by clicmicnl interests wlio talked of chemical 
proce>scs that were dcslmoil to produce sjTithetic •mbslitutca for 
imported nw matenals (petroleum rublier, textile fibers, etc ) 
Indu tnal groups with a more libera! tanfT policj outlook w ere to 
be found m the engineering trades and other finished goods 
industries that w ere on an export basis and were not so thoroughly 
cartehzcil as steel Glass pottery, mu«ical in tnimenks, toy’s, 
hardware pajwr certain kinds of chemicaLs and transportation 
equipment were tvpical of the gootts produced b> low tanff 
interests Fifty per cent or more of the total production of glass, 
pottery mu ical in tniments toys hardware and paper were 
exported 20 to 50 per cent of the output of paper, chemicals, 
hea\y iron and steel goods maehinerv tools transportation 
equipment and electrical goods were exported In general only 
ft minor portion of the output of the construction matcnals 
indu tries ‘ the textile industries and manufactured foodstuffs 
were exported Hero sentiment for protection was dmded wath 
the balance on the faiornblo side 
Moderate agncuUural tariffs were e>>tabhahei! m Germany by 
an act of Align t 10 192 » Between 1925 and 1929 agncuUural 
duties were rai ed from time to time By proteetiie defers 
lalontation schemes and otherwi'e the pnee Itxeb of wheat and 
ryT were ratspil during the late nineteen twenties 100 to 200 per 
cent abme the world k\cl of pnres for thc'C commodities 
Domestic pnees of other agricultural goods were rau'cd abo\*e 
external pnccs but not by such large amounts 

Legislation for the protection of manufactures followeil that 
for agneulture In general nonagncuUural products took lower 
rates than agncuUural goods Among the highest duties on 
manufactures were tha«c on bar iron and Firnilar hea\y steel 
goods They amounted to about 50 per cent of the import 
pnee Many indu«tnal gooiLs themajonty perhaps took duties 
of only about 20 per cent ad \alorem Tlie one nonagncultunil 
product that was taxed as high as grams w as mineral oil It took 
a duty of 220 per cent ad xalorem Certain chemical interests 
coml inetl wath agncuUural intcrc ts to secure exorbitant duties 
on mineral oils Producers of synthetic oil appealed to patnotic 
emotion for greater national self-sufficiency m a product *0 
' Cement snd lumber for example 
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essential to peacetime prosperity and national defense as oil. 
Agriculture collaborated in supporting petroleum tariffs in order 
to create a market for alcohol (manufactured from grains and 
potatoes). Prior to the world-wide industrial depression begia- 
ning in 1929, Germany had established a formidable system of 
protective duties. When world trade was caught in the whirlpool 
of commercial revulsion during the years immediately following 
1929, German tariffs were raised higher and higher and other 
trade restrictive measures were brought into use. In 1933 the, 
duty on hogs was 160 per cent ad valorem; the duty on butter 
was 55 per cent ad valorem. Import quotas and foreign exchange 
controls also came into use. 

Quantitative Restriction of Imports. — The large landovmers in 
eastern Germany (owners of estates that produce rye and other 
grain as a principal source of revenue) were first to secure legisla- 
tion in the nature of quantitative import restrictions. ' In 1929, 
German flour millers were required to use a specified percentage 
of German wheat. This move was followed by a Reich monopoly 
of maize in 1930, the aim being to reduce consumption of fodder 
grain and substitute rye in its place. Rye for livestock feeding 
was sold at a lower price than rye for human consumption; rye 
destined for livestock feeding was dyed for purposes of identifica- 
tion. The next quota to come into use applied to butter. 
Imports of butter from Finland being relatively small, an agree- 
ment was drawn in 1930 with Finland for importation of a fixed 
quota of butter at rates below the minimum duty accorded under 
most favored nation treaties. “Equal treatment” was accorded 
to other treaty nations — equal in the sense that the low-duty 
import quotas assigned to countries that sent Germany large 
amounts of butter were the same in quantity as the Finland quota. 
A whole series of commodity controls followed the butter qiiota.^ 
Reich license-system monopolies" were established for dairy and 
poultry products, oils and fats, spirits, sugar, fertilizers, pulpwood, 
meat, rayon and coffee. Compulsory use of domestic raw mate- 
rials in the manufacture of soap, woolen yams and various other 
goods was required. Controls were established over all'imported 

^Souece: Svenska Handelsbanken, Index 110, Februarj', 1935, Stock- 
holm, S^'eden (periodical). 

* The term license-system monopoly includes monopolies that involve only 
the regulation of imports. 
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raw materials License requirements were applied to scrap-iron 
exports, and export duties were placed upon used machinery 

Foreign Exchange Restrictions — ^After the bankmg crisis m 
1931, Germany’s pobcy followed neither the British pattern nor 
the French pattern, although some details of pohcy m all three 
countnes w ere similar Divorcement of the pound from gold was 
the most important plank m British pohcy France kept her 
currency on a gold base and employed import quotas as the 
principal device for regulating her merchandise trade balance * 
Germany supplemented her merchandise controls with a compre- 
bensive sjstem of foreign exchange restnctiona * 

As already stated, Germany has been a debtor nation smee the 
War Various estimates ha\e been made of her total indebted- 
ness at the time of the financial crisis m 1931 The following 
figures are probably as accurate as any * Short- and medium- 
term credits are estimated to ha\e a^regated m 1931 some 11 to 
13 bilhon reichsmarks They consisted of credits granted by 
foreign banking and financial houses to German batiks, com- 
mercial firms and public bodies, loans by foreign commercial 
bouses to German commercial bouses, deposits by foreign com- 
mercial houses with German banks and a miscellaneous assort- 
ment of debts, such as tbe mi estments of foreigners — individuals, 

* In the latter part of 1936 and later France resorted also to foreign 
exchange restnctiona on a wider scale than the 7 had been employed in 
France m esrher years 

* Germany’s system of foreign exchange control la changmg constantly 
The bnef descnption and anolyso to follow were secured m July, 1936, 
through mterviews with persons m Germany Among those interviewed 
were the followmg 

1 Vice-consuls William Ware Adams and Hugh Crosby Fox, Amencan 
Consul General Office, Berlin 

2 Mr Edwm G May, United States Treasury Attache Berlm 

3 Mr Douglas Miller, United States Commercial Attach^, Berlm 

4 Mr L V Sleere, Umled States Agncoltural Attach#, Berlm 

5 A number of bankers editors, exporters, importers and college 
professors m Germany whose names may not be mentioned 

The writer was impressed with the comprehensive body of information 
■which Umted Stales Government officials m Berlm had assembled on the 
subject and their cordiality m assistmg him to an understandmg of con- 
ditions m Germany 

On the part of German bankers, editors, exporters, importers and pro- 
fessors thewnter was treated with cordudi^ everywhere he went 

* Haeris, op cil , pp 17, 18 
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banks or commercial firms — in German real property, mortgages 
and the securities of joint-stock companies. All the foregoing 
constituted a potential menace to the German exchange inasmuch 
as foreign creditors, in the face of uncertainty, would be anxious 
to dispose of their holdings and get the proceeds out of Germany. 
Long-term capital loans to Germany were less of an immediate 
menace to German exchange. They are estimated to have 
aggregated in 1931 some 10 to 11 billion reichsmarks.^ 

When the German banks were reopened after the panic which 
came vdth the closing of the Darmstadter- und Nationalbank in 
July, 1931, withdrawals of foreign deposits were prohibited. A 
foreign exchange embargo was thus put into effect. As time 
passed, arrangements were made to permit a limited volume of 
foreign transactions. Standstill agreements affecting short- and 
medium-term credits were negotiated; limited amounts of 
exchange were allotted for imports, and provisions were made 
concerning recurrent payments arising out of long-term invest- 
ments. The first standstill agreement was negotiated in 1931 
between a committee representing German debtors, the Reichs- 
bank and the Golddiskontbank, on the one hand, and a committee 
representing bankers in eleven creditor cotmtries, on the other 
hand.^ The agreement covered short-term and medium-term 
credits advanced by foreign banks or groups of creditors. It 
provided for payment of these short- and medium-term accounts 
in reichsmarks into a special account at the Reichsbank, the funds 
to be used for a limited number of specified purposes.® New 

^Haeris, op cit., pp. 17, 18. 

* The countries were United States, Great Britain, Netherlands, Belgium, 
France, Czechoslovakia, Italy, Denmark, Norway, Sweden and Switzerland. 

’ Blocked marks affected by the standstill agreements might be trans- 
ferred abroad only in limited amoimts as indicated by the following list of 
uses to which they might be put; 

a. Investment in domestic German securities. 

h. Sale at a discoimt to the German Golddiskontbank (prior to its 
discontinuance of purchase in 1934). 

c. Long-term investment in Germany, mortgage investments, etc. 

d. Payment of taxes on owner's income or property in Germany. 

e. 'Travel in Germany. 

/. Payment of not more than 25 per cent of invoice price of new deliveries 
of goods or services furnished by German firms for the original owner's own 
account. The remainder of the invoice price had to be paid in foreign 
exchange, and not more than a specified percentage of the cost of the goods 
might be represented by foreign raw materials. 
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standstill agreements were made as the tune limits of the first and 
succeeding agreements cTpired Pro\Tsion was made for the 
handhng of recurrent payments arising out of long term m\est- 
ments, by a iloratonum Law of June, 1933 ' PajTnents by 
German debtors (co\ enng interest, dmdends and similar regu- 
larly recurring items arising out of foreign m\estments made 
pnor to Julj 15, 1931) were made, under this law, mto the 
Reichsbank Debt Con\er8ion Office The bank was gi%en 
authonty to determine the tune and manner of transfer or dis- 
posal of accounts so accumulated * A third category of blocked 
credits includes credits not ‘specified in one of the two foregoing 
categones — funds accruing from the ‘sale of property, for example, 
and short-term credits not covered by standstill agreements In 
general, claims to blocked credits of all types might be transferred 
from person to person outside of Germany or used for the pur- 
chase of secunties in Germany or for the purchase of German 
goods to be consumed m the counto l^he amounts of funds 
that might be transferred from Germany to some other country, 
even at great discounts, were ngidly controlled 

The ngor of the exchange-control sjstem is suggested by the 
fact that German residents (as the term was arbitranly defined) 
were required to register with the Reichsbank and offer to sell to 
It for marks anj and all foreign mone>s, foreign secunties and 
other claims against nonresidents that they might hold Non 
residents (as the term was defined) were prohibited from taking 
or sendmg out of Germany any monej m currency or other form 
(secunties, gold, etc ) or transfemng bank balances or other 
assets out of Germany without special permit 

Having thus indicated somethmg of the extent of Germany’s 
foreign mdebtedness, the different categones mto which blocked 
credits were classified and the nature of mthdrawal limitations, 
the next question concerns the manner m which Germany 

‘ As modified in February, 1934, this law gave the Federal Minister of 
Economy authonty ta change the laws pertammg to exchange control by 
executive decree Under the authonty a codified foreign-exchange-control 
law was promulgated in Februarj , 103a 

* For a time “senp” was issued m part payment of interest on Conversion 
Office credits, the remaining interest being paid m cash. In 1935, plans 
were made to substitute bonds for the interest previously paid in “scrip” 
and cash The creditor thus was to get bonds in payment of interest on 
credits impounded m the Conversion Office 
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managed to carry on foreign trade, n-ith so much foreign credit 
“frozen” in the country. In the first place, some trade was con- 
ducted by permit with “ free ” marks. ^ The amount was limited 
for two reasons : (1) the categories of German goods that could be 
sold abroad for cash were restricted because other countries had 
devalued their currencies and German goods were relative^ dear; 
(2) cash purchases drained gold from the Reichsbank’s meager 
supply. In the second place, sales might be made by special 
permit against “blocked” marks that could be purchased abroad 
at substantial discounts. This type of tran.saction took goods out 
of Germany and gave her no buying power in return. Conse- 
quently the use of blocked marks in merchandise transactions 
was limited to payments of not more than 25 per cent of the 
invoice prices of new deliveries of goods furnished by domestic 
firms for the original credit owner’s onm account, proAuded the 
remainder of the invoice was paid in foreign exchange and pro- 
vided not more than a specified percentage of the cost of the 
merchandise represented foreign raw materials. In the third 
place, prior to 1934, German firms which could not sell their goods 
at “free exchange” prices were permitted to reduce the price and 
recoup the losses by using part of the sales price in the purchase of 
dollar bonds or “scrip,”- at substantial discounts abroad, for 
resale at advanced prices in Germany.® This type of transaction 
fostered German exports but in so far as the income was applied 
to foreign-debt reduction it was not available for the purchase of 
necessary German imports. Consequently such transactions 
were prohibited in 1934. Finally there remained the possibility 
of barter transactions, foreign-exchange cleaimg-agreement trans- 
actions and so-called aafcz exchange transactions. Estimates 
indicate that four-fifths of Germany’s exports involved exchange- 
clearing-agreement transactions, barter transactions or ashi 
transactions in 1935. 

Before describing, in more detail, exchange-clearing transac- 
tions, barter transactions and aski transactions, it may be well to 

* The so-called tree-mark exchange rate, July, 1936, was approximately 
23 ^ marks per United States dollar and 12)^ marks per pound sterling. 

2 The “scrip” was issued in Germany in partial pajunent of interest on 
Conversion Office credits. Dollar bonds and scrip could be purchased 
abroad at discounts of 70 or 80 per cent from the sales prices in Germany. 

“ This tj-pe of transaction was comparable fundamentally to sale of mer- 
chandise against blocked marks. 
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indicate the fundamentals of Dr Scbacht’s' nevir 1934 plan 
Pnor to 1934 exchange was allotted to importers on a basis of a 
percentage of former imports The importer was privileged to 
purchase what he wished with bis allotment of exchange Under 
the “New Plan” only such exchange as actually came m was 
allotted Imports were stnctlj adjusted to Germany’s ability 
to pay for them The old allotment ^tem was abolished The 
entire structure of Germany’s external trade came imder control 
m such fashion as to apply the available exchange to imports 
deemed most necessary The plan operated m such a manner as 
to shift German purchases to countnes that bought an equivalent 
value of German goods The mechanism of the plan mvolved 
the exchange-clearing agreements, barter transactions and os^rt 
transactions pre\uouslj referred to 

In all, some 30 to 40 exchange-cleanng agreements had come 
into effect by 1935 The> appbed to countnes that bought more 
from Germany than they «old to German j — particularly Euro- 
pean countnes and certain South Amencan countnes The 
essence of the clearmg agreement is that importers of each 
country mvolved m the agreement pay for imports mto a domestic 
pool Exporters m turn draw their remittances from tbs pool 
The exchange rate is detenmned by a formula specified m the 
agreement All or a part of the unpaid balance is appbed to 
semce charges, on German debt, to the foreign country that is 
party to the agreement In general, goods onginating m a third 
country were not acceptable as imports by Germany under the 
terms of clearmg agreements * Exchange-clearmg agreements 
were initiated not by Germany, but by foreign countnes that 
bought more goods from Germanj than they sold to her The 
reason is obnous As early as 1932 the German monetary 
authonties had fixed a maximum quota of foreign exchange 
permitted to importers, of 50 per cent of the amoimt they had 
spent on imports m the penod June-July, 1931 In March, 1934, 
this quota was reduced to 45 per cent, in April to 35 per cent, in 
ilay to 25 per cent and m June to 10 per cent and then to 5 per 
cent As a result of these reductions of exchange allowance, 
I President of the ReichsbanJc and “Economic Dictator ’ 

* The reason that European countnes were able to collect more service 
chaises on debts than the United States could collect is that Germany’s 
trade balance mth such European countnes was active whereas with the 
United States Germany s trade balance was passive. 
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German importers had purchased on 90-day credits, for 
example, were unable to obtain exchange with which to pa}"- the 
accounts as they came due (not to mention the inability of 
foreigners to collect on old items of indebtedness). Foreign 
countries therefore impounded pa 3 nnents for incoming German 
goods in a pool from which pajunents for goods sent to Germany 
were to be drawn and other German obligations such as overdue 
short-term credits and interest on long-term investments were to 
be paid. This system has not proved to be enduringly successful 
from the foreign creditors’ point of view because it has resulted in 
a tendency for German’s export surpluses to exchange-clearing- 
agreement countries to disappear. In other words, the merchan- 
dise trade between Germany and these countries has tended to 
be brought into balance. The reasons for this bilateral trade 
balancing tendency appear to be three in number. In the first 
place, Germany’s internal costs of production have remained 
relatively high. In the second place, the conduct of trade ndth 
Germany under the clearing agreements has become more com- 
plicated than trade with other countries. In the third place, 
Germany appears to have taken less -vigorous measures to sub- 
sidize her export trade vith clearing-agreement countries than 
she has taken in connection -with her barter and aski mark trade 
■with other countries. From the creditor’s point of ^dew the 
second British agreement -ndth Germany (Anglo-German agree- 
ment of November 1, 1934), providing that British exports to 
Germany should not exceed 55 per cent of the value of British 
imports from Germany, has to date (July, 1936) proved more 
satisfactory than other types of trade agreements concluded vith 
Germany. Under this agreement the proceeds from the 45 per 
cent of German exports to Great Britain that were not balanced 
by British exports to Germany were used in part for payment of 
short-term debts and interest on long-term obligations owed by 
Germany to Great Britain. 

Aski and barter transactions applied to countries -with which 
Germany had a passive trade balance and with which, therefore, 
she made no clearing agreements. The aski transaction repre- 
sented a generalized form of barter. In the barter transaction 
the German importer placed a sum of marks in a German bank 
to the credit of the foreign exporter. The foreign exporter could 
use these marks in the purchase of German goods for import to 
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bis countrj In case of the cwX» account, the foreign exporter 
could sell the marks m question to a third party in his country, 
who in turn could purchase German goods for import into the 
foreign country m question In either case the values of import 
and export transactions must balance Triangular tradein\ ohnng 
goods originating m a third country ordmanly was not permitted 

Export Subsidies — After the 1931 crisis Germany first 
attempted to balance her economy by a process of mtemal defla 
tion, but her political system did not stand the stram The 
Brucning pohej {July, 1931-Junc, 1932) was one of rigorous 
deflation Between June 1, 1931, and August I, 1931, the 
Reichsbank discount rate was raised from 5 per cent to 15 per 
cent Not until March, 1932, did it get back to 5 per cent Dur- 
mg this period deflation was intensified and unempIojTnent 
mcreased The Papen-Schleiehor regime (June, 1932-January, 
1933) saw the beginning of a reflationaiy policy which was to 
continue m the Hitler regime The reflationary program was 
characterized by public works, rearmament and an unbalanced 
national budget Reflation, nsmg wholesale prices, maintenance 
of production costs and maintenance of a gold standard m 
Germany m the face of foreign exchange depreciation by Great 
Bntam and certain other competitor countries restneted the 
amounts of German goods that could be sold abroad at prices 
equal to or m excess of internal costs of production In an 
attempt to forestall the declme m her export trade as a result of 
this and other causes,* Germany resorted to export sub\ entions of 
one kmd or another 

•The adverse effects upon German exports of the Jewuh boycott of 
Gennan goods and the general confusion resulting from the Isazi revolution 
cannot be accurately eialuated Detween 193! and 1935 Germany’s 
foreign trade declmcd as follows 


(Millions of reichsmarks) 


\ear 

Exports 

Imports 

Balance 

1931 

9 599 

6 727 

+2 872 

1932 

6 739 

4 CGO 

+1 073 

1933 

4 871 

4 29i 

+ 667 

1934 

4 167 

4 451 

- 2S4 

1935 

4 279 

4 159 

+ 111 


Exports fn terma of percentage of Germany a total mdustna! production 
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Prior to 1934 the export subventions were indirect. Exporters 
were permitted, for example, to use a part of the exchange arising 
from sale of goods abroad in the purchase abroad of script or 
German bonds at large discoimts from par values for resale at par 
in Germany. This practice was permitted only in connection 
with so-called "additional” exports, sales that could not be made 
at cost or above. Exporters were required to give eridence to 
this effect in the nature of competitive foreign bids and cost 
compilations. The final decision as to who should benefit by the 
subsidy, and in how much, was in the hands of German govern- 
ment authorities. Hence the allotment of such subventions was 
flexible. This ingenuous scheme provided a way of liquidating a 
portion of Germany’s foreign debt at a substantial discount from 
face value, not, however, without a drain on the Reichsbank’s 
limited reserves. As already stated, export subventions of this 
character were discontinued in 1934. In their place was sub- 
stituted a direct cash-subsidy plan for exports of German goods 
that could not be made at free mark prices. Decision as to what 
exports should benefit by the subsidy was in the hands of govern- 
ment oflScials as formerly. Funds, from which the direct export 
subsidy was paid, were raised by so-caUed voluntary contri- 
butions of industrial concerns through their respective trade 
associations. No ofiicial information concerning the direct 
export-subsidy plan has been released.^ Unofficial evidence 
indicates that the turnover tax on industry, or “voltmtary” 
contributions, ranged from 2 to 8 per cent and was conditioned 
to some extent by net earnings of the industry subject to the tax. 
E\’idence from similar sources indicates that export subsidies as 
great as 50 per cent of the invoice price of the goods exported were 
paid. Total subsidy payments are estimated to have amounted 
to possibty 15 or 20 per cent of the value of Germany’s total 

declined from approximately 29 per cent in 1931 to approximately 12 per 
cent in 1935. 

Sdubce; Foreign Commerce Yearhooke, 1935 and 1936. 

' Arising from interest payments on Debt Conversion Office accounts. 

2 The onlj' official emdence of the direct export-subsidy plan is a law dated 
June 28, 1935, gi\Tng the Reich Economic Chamber authority to make 
arrangements regarding the levying and use of a contribution by groups or 
associations of industrial enterprises and regarding the calling in and 
collection of such a contribution by chambers of industry'- and similar 
associations. 
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bis country In case of the osJb account, the foreign exporter 
could sell the marks m question to a third party m his country, 
who m turn could purchase German goods for import mto the 
foreign country m question In either case the values of import 
and export transactions must balance Tnangular trade m% olvmg 
goods onginatmg in a third country ordinarily was not permitted. 

Export Subsidies — ^After the 1931 crisis Germany first 
attempted to balance her economy by a process of mtemal defla 
tion, but her pobtical system did not stand the stram The 
Bnienmg pohcy (July, 1931-June, 1932) was one of ngorous 
defiation Between June 1, 1931, and August 1, 1931, the 
Reichsbank discount rate was raised from 5 per cent to 15 per 
cent Not until Alarch, 1932, did it get back to 5 per cent Dur- 
mg this period deflation was intensified and unemplo3'ment 
mcreased The Papen-Schleicher regime (June, 1932-January, 
1933) saw the beginning of a reflationary policy which was to 
continue m the Hitler regime The reflationary program was 
characterized by pubhc works, rearmament and an unbalanced 
national budget Reflation, rising wholesale prices, maintenance 
of production costs and mamtenance of a gold standard m 
Germany in the face of foreign exchange depreciation by Great 
Bntam and certain other competitor countnes restricted the 
amounts of German goods that could be cold abroad at pnces 
equal to or m excess of mtemal costs of production In an 
attempt to forestall the declme m her export trade as a result of 
this and other causes,* Germany resorted to export subventions of 
one kmd or another 

‘The adverse effects upon German exports of the Jewish boycott of 
German goods and the general confusiOD resoltmg from the Nazi revolution 
cannot be accurately evaluated Between 1931 and 1935 Germany a 
foreign trade declined as follows ^ 


(Millions of reichsmarks) 


Year 

Exports 

Imports 

Balance 

1931 

9 599 

6 727 

+2 872 

1932 

5 739 

4 666 

+1 073 

1933 

4 871 

4 2(H 

+ 667 

1934 

4 167 

4 451 

- 284 

1935 

4 270 

4 159 

+ 111 


Exports m terms of percentage of Germany’s total mdustnal production 
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Prior to 1934 the export subventions 'were indirect. Exporters 
■were permitted, for example, to use a part of the exchange arising 
from sale of goods abroad in the purchase abroad of script or 
German bonds at large discounts from par values for resale at par 
in Germany. This practice was permitted only in connection 
TRuth so-called “additional” exports, sales that could not be made 
at cost or above. Exporters were required to give e-\idence to 
this effect in the nature of competitive foreign bids and cost 
compilations. The final decision as to who should benefit by the 
subsidy, and in how much, was in the hands of German govern- 
ment authorities. Hence the allotment of such subventions was 
flexible. This ingenuous scheme proidded a way of liquidating a 
portion of Germany’s foreign debt at a substantial discoimt from 
face value, not, however, -without a drain on the Reichsbank’s 
limited reserves. As already stated, export subventions of this 
character were discontinued in 1934. In their place was sub- 
stituted a direct cash-subsidy plan for exports of German goods 
that could not be made at free mark prices. Decision as to what 
exports should benefit by the subsidy was in the hands of govern- 
ment officials as formerly. Funds, from which the direct export 
subsidy was paid, were raised by so-called voluntary contri- 
butions of industrial concerns through their respective trade 
associations. No official information concerning the direct 
export-subsidy plan has been released.^ Unofficial e-ridence 
indicates that the turnover tax on industry, or "voluntary” 
contributions, ranged from 2 to 8 per cent and was conditioned 
to some extent by net earnings of the industry subject to the tax. 
E-vidence from similar sources indicates that export subsidies as 
great as 50 per cent of the invoice price of the goods exported were 
paid. Total subsidy pa 3 Tnents are estimated to have amounted 
to possibly 15 or 20 per cent of the value of Germany’s total 

declined from approximately 29 per cent in 1931 to approximately 12 per 
cent in 1935. 

So-aRCE: Foreign Commerce Yearbooks, 1935 and 1936. 

1 Arising from interest payments on Debt Conversion Office accounts. 

2 The only official evidence of the direct export^subsidy plan is a la-sv dated 
June 28, 1935, giving the Reich Economic Chamber authority to make 
arrangements regarding the levying and use of a contribution by groups or 
associations of industrial enterprises and regarding the calling in and 
collection of such a contribution by chambers of industry and similar 
associations. 
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exports in 1935 The figure for total German exports m 1935 was 
4 270 milli on marks An UDofficial estimate of total direct 
export subsidy payments in 1935 placed the figure at 700 miUion 
to 800 million marks Ineidentallj the estimated figure for the 
export subsidy is almost as great as imoffieial estimates of 
German mdustry s net eamm^ m 1935 before pajment of the 
‘ 1 oluntary ’ contnbutions which made the export subsidy p<Ksi 
ble Naturally German concerns that do no export busmess 
and therefore do not benefit from the expiort subsidy, are Mgor- 
ously opposed to the tumo\er tax, or “xoluntarj ” contribution, 
as it IS called 

EXPORT IMPORT TRADE TENDENCIES 

Export-import Totals — In 1928 the total of Germany’s out 
gomg and mcoming foreign trade was approximately 26 300 
million marks as compared mth onlj about 21,000 million marks 
m 1913 ‘ The apparent mcrease between 1913 and 1928 is 
deceivmg because the general le\el of prices n as 40 per cent 
higher m 1928 than it had been in 1913 'When this fact is taken 
mto account the ph>'«ical volume of trade appears to have been 
about 11 per cent less m the latter year than m the former year 
In 1934 the total of exports and imports, m v slue, was down to 
8 600 million marks Smce prices m general dropped about 34 
per cent between 1928 and 1934 the phj’sical volume of export- 
import trade must have dechned about 38 per cent * These data 

• Imports for consumptioa and exports of German products. 

Source Foreign Commerce Yearbook 193o 

* Another measure of changes m the physical solume of Gennans^s 
foreign trade is afforded by statistics of trade m weight units published in 
Foretyn Commerce YearbooKe and In the League of Nations Renev of World 
Trade bullet ns Germany's export*import trade measured m weight 
units IS estimated to hsTe declined from 13o million long tons m 1913 
to 12o mill on long tons in 1928 to 8S million long tons m 1934 Trade m 
weight units and physical xolume of trade as measured by adjustmg value 
figures to take account of changes in pncea are different because the two 
methods of measurement do not give the *ame degrees of importance to the 
different classes of goods entenng into the compo ite of total trade 

Hon ever the differences m this instance are Of minor s gnificance 
The weight-units measure shows a declme m Germanj s foreign trade 
between 1913 and 1928 of about 8 per c«it Between 1928 and 1934 the 
declme m terms of weight umts was approximate!) 30 per cent 

According to Angell a figures m The Recovery of Germany Germany s 
exports were about 25 per cent of the total national product m 1913 and 
only about 19 per cent in 1928 
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indicate that Gennany 's foreign trading position has been weaker 
since the World War than it was before. During the War, 
nations that had formerly been dependent upon Germany for a 
wide variety of manufactures were cut off from their customary 
sources of supply. Consequently, home industries developed. 
After the War, policies of economic nationalism perpetuated 
industries which had secured a foothold during the War, thus 
preventing Germany from regaining all her prewar markets. 
The extreme decline in the physical volume of German trade 
between 1928 and 1934 in part was due to policies of economic 
nationalism and in part was a result of curtailed foreign lending 
to Germany and industrial depression everjm'here. How much of 
the loss may be attributed to trade restrictive measures intro- 
duced by Germany between 1928 and 1934 it is impossible to 
know. Industrial depression and lack of adequate foreign 
markets were among the causes for the policy of extreme 
nationalism in Germany during the earl 3 >- thirties; the nationa- 
listic policy, iu turn, contributed in greater or less degree to 
reduction in her volume of foreign trade. 

Distribution of Trade by Product Groups'. — When one turns 
from an examination of the aggregate of Germanj^’s foreign trade 
to considerations of its distribution bj’- product groups, compara- 
tively little change in prewar tendencies appears to have occurred 
during the last two decades. Before the War (1910-1913 


Table 77 . — Distotbutiox of GER^IA^' Trade by Chief Commoditt 

Groups* 

(Per cent of total) 


h. 

1910- 

1913 

1928 



Imports; 


1 



Foods and animals 

29.2 

30.3 


24.2 

Materials, raw and partly manufactured, . . 

57.3 



59.3 

Finisbed goods 

13.5 

18.9 

15.8 

13.1 

Exports: 





Foods and animals 

9.8 

5.4 

2.6 

1.8 

Materials, raw and partly manufactured. . . 

26.3 

22.4 

16.9 

17.9 

Finished goods 

63.9 

72.2 

69.8 

79.1 


I Source: Anoeli,, The Recoverv of Germany {rev. ed ), Yale University Press, New 
Haven, 1932, p. 418, and League of Nations. Statielical Year-book, 1935-1936, used by 
courtesy of International Docuinents Service, Columbia University Press. 
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a\erage) raw and partl 3 fabncated matenab and foodstuffs 
constituted about 87 per cent of total imports, as compared T\uth 
81 per cent m 1928 and approTimately 84 per cent m 1935 
Fmisbed goods constituted about 64 per cent of total exports for 
the penod 1910-1913, 72 per cent m 1928 and 79 per cent m 1935 
The«e data are summarized in Table 77 

Germany’s imports ^ere prcdommantlj raw matenals and 
foodstuffs and her exports predominantly finished goods both 
before and after the l\ar The prenar tendencj for exports of 
manufactures to increase in proportion to other exports appears 
to ha\e eontmued after the War 

Distribution of Trade by Couotnes — Between 1913 and 1934 
the geographical distnbution of German trade shifted somenhat 
The proportion of Gernianj'’8 total trade going to United States 
and Great Bntam nas substantiallj less m 1934 than it had been 
m 1913, the proportion going to Netherlands, Argentina, Dutch 
East Indies and Italy was greater m the latter jear The shift 
was from highly mdustnalized countries to less industrialized 
countries Most of the change occurred during depression >cars 
between 1928 and 1934 It may, however, signify a type of 
reonentatioQ in Germany’s economic outlook that u iJl persist 

Trade Balance— The trad©*balance data are more suggestixc 
of instability in Germany’s international trading position dunng 
the last two decades than are either the figures for distribution of 
her trade by commoditj groups or tho^e which show the distribu- 
tion by countries The trade-balance figures xaned from net 
imports amounting to 3,427 milhon marks m 1927 to net exports 
of 2,872 million marks in 1931 The«e erratic changes reflect 
flows and ebbs m Germany’s capital transactions The import 
balances n ore accompanied bj large loans to Germany, the exyrort 
balances by a withholding of loans Capital transactions and 
merchandise balances for the years 1925 to 1933 arc shmvn In 
Table 78 

The close conformity of changes in trade balance and \ ana- 
ticms in capital items, indicated in Table 78, son es t o reemphasize 
the fact that Germanj could not meet her annual interest and 
pnncipal obligation to foreign countries without either borrowing 
abroad or exporting more merchandi-^ than she imported The 
export trade balances shown in the table wore achieicd not by 
exporting more but by importmg less So long as the pnncipal 
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countries -n-ith which Germany traded resisted acceptance of 
additional imports, she could not meet her annual obligations on 
capital account and at the same time maintain her customarj^' 
volume of imports, without borrowing. T^Tiat actually happened 
was that Germany’s merchandise imports, her merchandise 

Table 78. — Capital Than'saction Aim Trade Balances of Geemant, 
1925 TO 1933 iNCLijsn'E' 

(Millions of marks) 


Year 

Trade balances 
+ export balance . 
— import balance 

Capital transaction 
+ loans and credits 
to Germany 
— reductions in 
Germany’s obli- 
gations 

1925 

-3,072 

+3,523 

1926 

+ 413 

+ 739 

1927 

-3,427 

+4,352 

1928 

-1,725 

+4,058 

1929 

+ 36 

+2,023 

1930 

+1,643 

+ 542 

1931 

+2,872 

-2,266 

1932 

+1,073 

- 434 

1933 

+ 667 

- 470 


^ Soubce: League of Nations, Balance of Payments, 1933, Geneva, 1934. The figures 
represent both lony-ierm and shoriAerm capital items. Sec also Foreiyn Commerce Yearbook, 
1935, League of Nations data, by courtesy of International Documents Service, Columbia 
University Press. 

exports and her annual payments on capital account were all 
reduced, when borrowing stopped. A favorable trade balance 
was achieved after 1928 but it was not sufficiently large and 
permanent to take care of the service charges on reparations and 
private debts. ^ 

CONCLUSIONS 

The position of Germany during recent years has been different 
from that of Great Britain or France in one fundamental respect, 
i.e., Germany has been a debtor nation, whereas the other coun- 

* See Chap. XXVIII for a discussion of the disposal of the reparations 
problem. Estimates of the standing amounts of Germany’s private debts 
at various times since July, 1931, have been compiled by the League of 
Nations and published in the League’s Balance of Payments monographs. 
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tries named were creditor nations. This fact is sufficient reason 
for a commercial policy in Germany different from that of Great 
Britain or France. During the world-nide industrial depression 
of the early nineteen thirties, Germany elected to retain a gold- 
standard monetary system, theoretically at least, and to regulate 
foreign nithdraTrals of funds. She also regulated her merchandise 
e.xport and import trade. Her qrstem for controlling e.xtemal 
transactions developed stage by stage until, in 1936, there was a 
strong tendency for merchandise e3q>orts and imports to be 
balanced bilaterally with every country that did business nith 
Germany. Inasmuch as an acti^'e trade balance was Germany’s 
principal means of making payments on her foreign debt, a 
balancing of her merchandise trade with every country indi- 
^^dually tended to put her in a strong bargaining position from 
the point of view of writing down or canceling foreign debts. 
Such a policy of balancing her trade country by country, if 
shrewdly administered, might pve Germany command over 
necessarj' raw materials without necessitating dependence upon 
foreign creditors for such goods. This policy quite logically was 
accompanied by a control of imports designed to favor commodi- 
ties deemed most necessary to the national economy.* It was 
These data through September 30, 1933, foUow: 


EsmuTTs OP Foeeicn Intestsients in Gebmant 
(BilL'oos of reirbsmsjks) 


Date 

XA>aQs and credits j 

Other 

foreign 

inrest- 

ments 

Long- 

term 

j Short-tenn 

Total 

ToUl 

Standstill 

credits 

Nor. 30, 1931 

10.7 

10.6 

5.4 

21.3 

5.3 

Sept. 30, 1932 

10.2 

9.3 

4.3 

19.5 

4.3-5. 3 

Sept. 30, 1933 

7.4 

7.4 

3.0 

14.8 

4.2 


* Lists were issued, desigostiog goods that might cot be exported and 
other goods that might not be imported under a system of aski or barter 
transactions applying to countnea that sold Germany more goods than they 
bought from her. 

Exportation of goods deemed most essential to the German national 
economy was prohibited. Importations of goods deemed most essential to 
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accompanied also b}'’ export-subsidy payments to facilitate main- 
tenance of the necessary minimum of merchandise imports. 
Here is a situation where debt reduction appears to be among the 
immediate driving motives of a national commercial policj’^ that 
turns more on a consideration of distribution than on a considera- 
tion of production efficiency. 

Other influences that have been active in conditioning Ger- 
many’s postwar national policy are as follow: (1) desire for more 
influence in 'the community of European nations, and (2) desire 
for ethnic unity and recovery of territories lost at the conclusion of 
the World War.^ Unfortunate as it may be, military strength 
and political influence seem to be highly correlated in the com- 
munity of European nations. Loss of IMetz-Thionmlle and 
Strasbourg-Molsheim to France and demilitarization of the left 
bank of the Rhine weakened Germany’s prewar system of national 
defense in the west. Restoration of Poland, loss of the Posen 
fortifications and the dismantling of Danzig’s fortifications 
weakened her prewar system of national defense in the east. 
Finally, the Versailles Treaty provisions which forbade German 
rearmament left no opportunitj’- within legal limits for Germany 
to offset other strategic disadvantages imposed by the Versailles 
Treaty. Rearmament in 'vdolation of treaty provisions has been 
one of the positive objectives of German national pohc 5 ^ since the 
War. The rearmament program has tended to fuse political and 
economic considerations into an inseparable, composite whole. 
Steps toward recovery of lost territories have already been taken. 
Military reoccupation of demilitarized Rhine territory has been 
accomplished.® Reacquisition of Danzig, elimination of the 


Germany’s national economj' were encouraged; importations of other goods 
were either prohibited or discouraged. Among the devices for discouraging 
the importation of the less essential types of goods was a requirement that 
barter transactions inrohung importation of such goods must be on a 3 to 1 
basis, i.e., the foreigner must purchase 3 marks’ worth of German goods for 
each 1 mark's worth of goods which he sold to Germany, the additional 
2 marks’ worth of German goods to be paid for with foreign exchange which 
Germany might use in the purchase of necessities. 

^ An excellent treatment of general strategic, ethnic and economic factors 
affecting German national policy is to be found in Frank H. Simonds and 
Brooks Emeny, The Great Poicers in World Politics, American Book Com- 
pany, New York, 1935. 

* On Saturday, March 7, 1936, Herr Hitler announced to the Reichstag 
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Polish Comdor, recover of Gennan colonies {held by Great 
Britain, France and other powers under League of Nations 
mandates), annexation of Atrstna and, possibly, extension of 
German influence into Czechoslovakia, Hungary, Yugoslavia and 
Rumania may follow The last named countries are rela 
ti\el> umndu^nalized Here are rc^ons that might pro\ude 
markets for German manufactures and supply foodstuffs for her 
population 

On the economic side, the German nation, as now' constituted, 
IS not a «elf suffiemg area Germanj u. almost entirely dependent 
upon foreign 'ources of supply for cotton, aluminum, rubber, 
manganese, mcLel, chromite, tungsten, antimony, tm, mercury 
and imea She is dependent upon foreign sources of supply for 
the greater part of her annual consumption of iron ore, petroleum, 
copper, lead, •mlphur, wool and phosphates Fmallj , substantial 
portions of her annual consumption of foodstuffs are imported 
Some progress is bemg made m sub«titutmg «ynthetic product*, 
such as rayon, for certain agncultural raw matenals — silk, cotton 
and wool, for example The possibilities of development m this 
direction are as yet indeterminate German^ is also attempting 
to free her«elf m so far as possible from dependence upon foreign 
sources of supply of mmeral raw materials Substitute^ for 
petroleum motor fuel are being made from coal but at greater 
costs than imported petroleum Many of the metals necessary’ 
to Germany’s existing industnal machmes do not occur in quanti- 
ties sufBcient for her needs withm her existmg temtonal bounda- 
ries The problem of findmg dome-tic ‘mbstitutes for the^e raw 
matenals is even more difficult than tbat of becommg more relf 
sufficient m agncultural goods Rough estunates mdicate that 
Germany is dependent upon foreign supphes of mdustnal raw 
matenals to the extent of 40 to 45 per cent of her total annual 
consumption In a «ense, this is an economic weakness 

Germany’s economic strength rests primarily m her laige, 
\xnle and industrially efficient population, her re«enes of coal 
and her equipment and oigamzation for efficrent mining , manu- 


that "German troops are taking possession of their future peacetime 
garrisons In Germany’s 'western provinces, ’ meaning that German troops 
were occupvmg the left bank of the Rhme which had been demihtarued by 
the Treaty of Versailles — Tie Ttmet, London Monday, March 9, 1936, 
p 9, "Herr Hitler’s Speech-” 
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facturing and trade. These facts suggest that Gerraam’-’s future 
lies in the direction of external economic expansion. Recourse to 
a policy of economic autarchy in Germany is a backward step 
from the purely economic point of view. At the moment, trade 
barriers and obstacles to territorial expansion block the paths of 
German economic development. However, in mew of the size, 
the virility and the ingenuity of the German population, pacific 
removal of at least some of the obstacles to the countrj^’s eco- 
nomic expansion or another war appears to be more probable 
than continuation of the political status quo. For these reasons, 
economic calculations concerning Germany’s future, that do not 
take fuUy into accoimt the political pi-obabilities, rest upon a very 
imcertain foundation. 



CHAPTER XXXIV 


ITALIAN NEEDS* 

Italy, more than some of the other European countnes, is faced 
with the difficultj of supplying mcreasmg numbers of famihes 
with products wrung from a land that is small m area and poor m 
the basic resources of modem industry These circumstances 
hai e had an important beanng upon the course of Italian com- 
mercial pohcy m mtemational relations smce the World War 

THE POPULATION PROBLEM 

Italy has a population of approximately 43 million on an area 
of a bttle less than 120 000 «quare mil^, only about 49,000 square 
miles of which is sown or arable land The population per square 
mile of arable land m Italy is approximately 8S0 as compared 
with about 500 persons per square mile of arable land m France 
and approximately 720 m Gennan> Germany has an abundance 
of coal and some iron France has an abundance of iron and 
some coal Italy is deficient m both coal and iron, as well as m 
most of the other minerals needed by a modem mdustnal nation 
Approxunately 41 per cent of Italy's gainfully employed popula- 
tion is engaged m agncultural pursuits as compared with 38 per 
cent m France and 29 per cent m Germany Great Bntam is as 
densely populated as Italy but she has coal and iron resources far 
m excess of those of Italy, and she has a large annual mcome from 
overseas investments, whereas Italy is a debtor nation Italy is 
dependent upon foreign countries for practically all her consump- 
tion of coal, petroleum, copper, cotton, rubber, mciel, chromite, 

* For a discussion of foundational industrial and commercial conditions 
m Italy prior to the year 19‘’6 see McGuire, Constantine E , Italxft Inter- 
Et»W7Wit Pwfibi/r* 'S\ie'S‘iwniriQanC«iiip8aij,^iVW Titrfa 
For more recent information concenimg Italy's economic conditions and 
commercial policy, see The Boyal Institute of International Affairs’ Infor- 
mation Department Paper 15, The Eeorumxc and Ftnoncuil Posxtvm of 
Holy, London June 1935 

See also Porhi Xd-cent, La PdUiqve commerctaU de Vllalu, Librame 
du Recueil Sirey, Pans, 1934. 
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tungsten, phosphates, mica and tin. She is dependent upon 
foreign countries for a large part of her consumption of potash, 
wool, manganese, lead and iron. Eurthermore, Ital 5 ' has prac- 
tically nothing to offer in exchange for these necessary raw 
materials except labor. So long as half a million or more Italians 
were emigrating aimually and sending money to their kin.=:folk 
back home, emigrant remittances constituted a large credit item, 
in the country’s international account, which might be applied to 
the purchase of raw materials. With a stoppage of large annual 
emigrations,^ this source of foreign income is likety gradually 
to disappear. Ital 3 ’' is a country either with too much population 
or with too little natural resources, depending upon the point of 
view which one takes. 

Italy’s population problem was described succinctly bj'’ the 
Commercial Counselor to His Majest 3 ’'’s Embassj' in Rome in 
1933 as follows:^ 

In the latter part of the last century, there was an annual average of 
some 200,000 emigrants [from Italy] every 3 'ear, which was trebled in 
the pre-war period. During the war there was naturallj’’ a large decrease, 
but after the armistice the great demand for labour to repair war 
damage, brought about a sudden rise in the figures, which were again 
over 600,000 in 1920. After a further period of marked fluctuations, 
in 1924 a steady fall set in and in 1931 the numbers fell to 166,000 and 
in 1932 were only about half that number. At the same time the 
average annual increase of a population now deprived of its former 
outlet in emigration, is 400,000.^ 

THE POSTWAR LAND -UTILIZATION POLICY 

Among the first of the long-run national economic policies of 
the Fascist government in Italy was a policy directed toward 
development and improvement of Italian agriculture. The 
policy involved irrigation projects, drainage schemes, fertiliza- 

^ Since the World War Italian emigration has been restricted by legislative 
bars to immigration imposed by the United States and other sparsely settled 
countries to which Italians had been mo%-ing in large numbers for many 
decades prior to the World War. 

* Economic Conditions in Italy, United Kingdom, Department of Overseas 
Trade, Report 558, His Majesty’s Stationery Office, London, Julj', 1933, 
p. 153. 

’The population of Italy (new frontier) is estimated to have increased 
from 37,900,000 in 1921 to 41,170,000 in 1931 and 43,060,000 in 1934. 

Soubce: The Economic and Financial Position of Italy, op. cit. 
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tion, road building, forestry work and organized mo\cment of 
families to new Ij rcco^ ered agncultural areas A land-lmpro^ e- 
ment policj was not something entirely new m Italy Italian 
rulers had been concerned oAer depletion of the fertihty of the 
countrj ’s agricultural land for centuries before Mussolini arn\ed 
on the scene The Fascist land policj, howe\er, was broader, 
bettor organized and more purposeful than those which had gone 
before Under the regime of Mu^solmi, numerous old laws were 
consolidated and coordinated duruig the nmeteen twenties, and 
the whole land-impro\ ement program was re\ntalized Some 
conception of the \ngorous manner m which Mussolmi undertook 
to improve Italian agnculture may be had from the followmg 
companson of expenditures Between 1870 and July 1, 1932, the 
total expenditure m Italy for land*impro\ ement w orks effected by 
the state and by state-sub«idized private agencies amounted to 
some 0,213,200,000 lire Of this total 2,401,600,000 lire were 
spent dunng the three-jear period 1920 to 1932 * The postwar 
program of agncultural improvement provided for division of 
largo estates, improvement of hvestock, fertilization of soil with 
homc*produccd potassium and nitrogenous fertilizer, dramago 
of swamps and imgation m regions whore rainfall is deficient or 
erratic Agncultural improvements of this character have been 
associated with control and exploitation of water-power resources, 
for both irngation and power generation, and with inten^fication 
of agricultural production ^\ ithout depreciating m anyway the 
value and desirableness of the agncultural improvement efforts 
in Italy, a conclusion may be drawn to the effect that agncultural 
improvement alone is not a solution to the country’s need for 
avenues of economic growth Agncultural workers m densely 
populated areas cannot hope to maintain standards of productiv- 
ity commensurate with those of equally efficient w orkers labormg 
under equally fav orable conditions in regions where fertile land is 
relatively more abundant 

vE«momtcC'£m^ni<mj»n }l4Ay,Vniteci kingdom, Tlepartment ol Cn erscas 
Trade, Report 558, His Majesty's Stationery OIBce, London, July, 1933, 
p 155 

Nott Apparently this companson does not take into account the 
depreciated value of the lira in the penod 1929-1032 Lven when this 
factor 13 taken into account, however, the av erage annual expenditures from 
1029 to 1932 were much Larger than average annual expenditures dunng the 
years which preceded the Fascist regime 
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POSTWAR DEVELOPMENT OF MANUFACTURING 

Closely associated ■with irrigation and drainage projects, in 
Italy, are hydroelectric power development projects formulated 
to increase manufacturing efficiency. Italy is not -vrithout a 
manufacturing system. In fact, manufacturing has expanded 
more in Italy than in many other countries during the last decade. 
Italy’s rayon output was six or seven times as great in 1934 as it 
had been in the early nineteen twenties.^ Cotton-cloth output 
was 3 or 4 per cent more in 1934 than it had been in the early 
nineteen twenties. Production of steel ingots in Italy was at 
least 50 per cent greater in 1934 than it had been in the early 
nineteen twenties. These figures are encouraging, but it is 
doubtful if the rate of increase in Italian manufacturing which 
they suggest can continue under existing conditions of restricted 
international commerce. Foreign markets for the profitable sale 
of Italian manufactures are blocked in many directions, and 
Italy must increase her exports if she is to purchase the raw 
materials necessary to continued expansion of her domestic 
manufacturing system. Furthermore, an enormous expansion of 
manufacturing in Italy would be necessary to alleviate the 
country’s population problem. A rough idea of the extent to 
which expansion of Italian manufacturing would be necessary to 
raise Imng standards in Italy to a level comparable with those in 
Netherlands or England, where population densities are also 
great, is suggested by comparisons of the amounts of manufac- 
turing in these three countries at present. Only about 42 per 
cent of the gainfully employed persons in Italy are now engaged 
in mining, manufacturing, trade and transportation. In Great 
Britain and in the Netherlands 75 per cent and 62 per cent, 
respectively, of the gainfully employed populations are engaged 
in mining, manufacturing, trading and transportation actmties. 
These figures suggest that Italy might have to increase her min- 
ing, manufacturing, trading and transportation actmties about 
50 per cent in order to achieve an occupational distribution and a 
standard of li'vdng comparable 'with those of the Netherlands. In 
order to achieve an occupational distribution comparable with 
^ Average annual production of rayon for the period 1921—1925 rras 
15,361,000 pounds as compared vrith 107,000,000 pounds in 1934. Souece: 
Foreign Commerce Yearbook, 1935, U. S. Department of Commerce, and 
League of Nations, Slaiistical Year-book, 1935-1936, Geneva, 1936. 
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that of Great Britain, Italy would have to increase her mining, 
manufacturmg and trading activities by about 80 per cent en 

if Italy could biuld a superstructure of nonagneultural industry 
equivalent, in proportion to her gamfully employed population, 
to that of Great Bntam, her economic position would remam 
comparati\ ely weak Italy would have to import fuels,* whereas 
Great Bntam has a surplus of coal for export Italy would have 
to import more iron than is imported into the United Kingdom, 
and she would not have mcome from overseas mvestments -nith 
which to purchase fuels, iron and other raw materials necessary to 
the operation of an mtensi\e manufacturmg system 

INTERNATIONAL PAYMENTS 

The idea of improving Italy’s economic circumstances by a 
process of further industrialization carnes the imphcation of a 
favorable merchandise trade balance The idea assumes that the 
monetary value of merchandise exports would exceed the mone- 
tary value of merchandise imports The excess value of exports 
must needs provide remuneration for Italian labor embodied 
therein At present, however, Italy’s merchandise trade balance 
13 unfa\ orable This condition prevails m spite of the fact that 
she IS a debtor nation on capital account, t e , she pays out 
annually more service charges on borrowed capital than she 
receives from foreign mvestments In the year 1930 Italy’s 
merchandise imports exceeded her merchandise exports by 5,227 
milhon lire * She sent abroad in payment of interest, dividends 
and commissions 1,000 million hre and imported gold amounting 
to 99 million lire These three debit items totaled 6,326 milhon 
lire, for which Italy became obligated to foreign countnes The 
account was balanced with income from services* amounting to 
5 270 milhon lire and loans from abroad aggregatmg 1,056 milhon 
hre As the depression gathered momentum m 1931 and 1932 

*The potentialities of hydroelectric development in Italy are madequate 
to supply even her present power needs Furthermore, development of 
hydroelectric plants m Italy is dependent upon the importation of iron, 
steel copper and other metals 

’ The average exchange rate between lire and dollars in 1930 was SO 0524 
per hra Italy s merchandise import balance m terms of dollars amounted 
to approximately $274 000 000 

* Emigrant remittances mantime transport services tounst expenditures 
m Italy and other invisible items 
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Italy's balance of merchandise imports declined more rapidly 
than her income from emigrants, shipping services and other 
invisible items. As a result, in 1931 and 1932 she -was able 
to repurchase at bargain prices some of the securities she had 
floated abroad. However, Italy’s international financial position 
remained fundamentally weak. Her merchandise trade balance 
remained unfavorable. Reduction in the annual number of 
Italian emigrants foreshadowed future reduction in emigrant 
remittances, tourist trade was not increasing and there was no 
evidence to indicate that Italian transportation companies would 
gain an increasing proportion of the world’s shipping. If Italy is 
to maintain and enlarge her manufacturing activities, great 
quantities of fabricating materials and fuels must be imported 
annually. Without invisible income sufficient to purchase these 
materials Italy must either export more merchandise than she 
imports or finance her imports by long-term borrowing. She is 
not in the position of an undeveloped country rich in unexploited 
natural resources. Such a country can borrow large amounts of 
capital annually for a long space of years, ultimately retiring the 
principal and accumulated service charges with proceeds from 
increased productivity. Productivity in an undeveloped country 
is increased through a process of unlocking dormant natural 
resources. In time, large quantities of raw materials and semi- 
fabricated goods are exported. Italy does not have dormant 
natural resources to be unlocked; she has nothing but labor to 
offer in exchange for the fabricating materials and fuels which 
she cannot produce at home. Labor may be exported in any one 
or all of a number of forms. In the first place, foreign income 
may be derived from labor in the form of remittances made by 
emigrants to kinsfolk back home. In the second place, labor 
exports may take the form of shipping and financial services 
rendered to foreigners. In the third place, Italian labor may be 
sold to foreigners in the form of entertainment provided to foreign 
tourists or residents in Italy. Finally, Italian labor maj'' be sold 
abroad if it is embodied in goods produced in Italy. Let us 
consider one by one each of these possible means whereby Italy 
might, derive additional foreign income in exchange for domestic 
labor. Emigrant remittances were cited first. As already 
stated, Italy’s income from emigrants is likely to decline with 
reduction in numbers of Italian emigrants who are permitted to 
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settle m sparsely populated, wealthy countries Utilization of 
labor in the rendering of shipping and financial services to 
foreigners was neit cited GJentraUy situated as Italy is irom 
the point of view of ocean trade routes in the Mediterranean Sea, 
she may be able to enlarge, somewhat, her income from maritime 
transport However, international competition m this field of 
endea\ or is keen Great Bntam, Netherlands, France, Germany, 
Umted States and Japan are each and all competmg vigorously 
for larger shares of the world’s shipping, even to the extent of 
granting state shipping subsidies Merchant fleets are being 
subsidized m countnes where they cannot compete without sub- 
sidization A reason for this action is that merchant shipping is 
an important adjunct of a nation’s military and naval equip- 
ment In view of these circumstances, Italy’s prospects for 
mcreasmg her income by providing shipping servnces for foreigners 
do not promise to go far toward rehevung her economic difficul- 
ties Enlargement of tounst services, a third possible form m 
which additional Italian labor might be sold to foreigners, is 
conditioned both by numbers of foreigners who desire and can 
afford to travel or live abroad, and by the numbers of such 
persons who may be induced to prefer Italy to other countnes 
France, Germany, Great Bntam, Switzerland, Norway, Sweden 
and Russia as well as Italy, are offenng inducements to foreign 
tourists This source of foreign mcome, obviously, is hmited 
Finally, there is the possibihty of selling more Italian labor to 
foreigners m the form of utilities embodied in agncultural prod- 
ucts or manufactured goods Italy is too densely populated to 
compete successfully in world markets for extensively produced 
agncultural goods — wheat, for example Available markets for 
intensive products of Italian agnculture are limited both by dis- 
tance from large, foreign, metropoUtan cities and by tanff barners 
Possibly, Italy’s most pronusmg avenue of improvement in her 
national economy (by pacific means) is m the direction of more 
intensive industnalization At best, intensive industnahzation 
is not a promising means of roismg hving standards in Italy to a 
level equivalent to those of France or Great Bntam The reasons 
for this conclusion, to repeat, are two In the first place, Italy 
lacks at home the fuels and fabncating materials necessary for 
further industnahzation and, therefore, must import a very large 
proportion of the basic elements of industnahzation aside from 
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labor and human ingenuity. The other countries cited must 
import some fabricating materials and fuels but not so large a ' 
proportion of their per capita consumption as Italy. In the 
second place, Italy has less income per capita from invisible 
exports (of a character likely to endure) than the other countries 
cited. Hence a larger proportion of Italy’s manufactures must 
be sent abroad in exchange for the raw materials essential to the 
operation of a more intensi%’-e manufacturing system. In so far 
as the productivity of labor^ engaged in mining and farming, in 
countries which produce fuels and fabricating materials, is 
greater than that of Italian labor engaged in manufacturing 
activities, Italy is at a disadvantage in her attempts to raise the 
average per capita real income of her workers to a level equal to 
that of countries which produce more raw materials than she 
does.^* 


MERCHANDISE TRADE TENDENCIES 

Trade Balance. — Italy’s merchandise trade balance has been 
consistently passive (on the import side) since before the World 
War. The data for a number of prewar and postwar years are 
summarized in Table 79. 

The magnitude of Italy’s unfavorable trade balance was 
reduced during the depression years in the early nineteen thirties. 
The change was brought about not by increased exports but 
rather by reduction in both imports and exports. In 1934 and 
1935 there was a substantial increase in the magnitude of Italy’s 
unfavorable trade balance. 

Import-export Trade by Commodities and Commodity Groups.® 
The general composition of Italy’s import-export trade underwent 
comparatively little change between the prewar and postwar 
periods. Imports consisted principally of raw and partly 
processed materials, fuels, cereals and meat, in both periods. 
Exports consisted principally of fruits and vegetables, processed 

* Productivity in terms of monetarj’- value. 

* In this connection a thorough study of Ital 3 '’s barter terms of trade over a 
long series of j'ears would throw additional light upon the status of her 
international competitive position. 

^Sotjbceb: McGuire, op. cit., pp. 482, 483; Commerce Yearbook, 1926, 
Vol. II, and Foreign CommB-ce Yearbook, 1935. Leage of Nations, Inter- 
national Trade Statistics, 1934, Geneva, 1935. Used by courtesy of Inter- 
national Documents Service, Columbia University Press. 
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foodstuffs and manufactures m both penods In 1913, six items, 
constituting 15 per cent of the total \ alue of imports, were food- 
stuffs Twentj four items constituting 55 per cent of the total 
\alue of imports were raw and partly processed materials and 
fuels Other foodstuff, fabncatmg matenal and fuel items 
brought the total ^ alue of these groups of imports to 80 or 90 per 
cent of the ^ alue of all imports Among the foodstuffs imported, 
fish meat, wheat and com were the most conspicuous items 


Table 79 — Imfort exmbt Trade, Italt* 
(Millions of lire) 


"iear 

Imports 

Eiports 

Import balance 

1910 

3 246 

2 OSO 

1,166 

1911 

3 3S0 

2 204 

1,176 

1912 

3 702 

2 397 

1,305 

1913 

3 646 

2 512 

1,134 

192S 

22 313 

14 999 

7,814 

1929 

21 665 

15 236 

6 429 

1930 

17 347 

12 119 

5 228 

1931 

It 643 

10 210 

1,433 

1932 

8 2o7 

6 811 

1 446 

1933 

7 432 

5 991 

1,441 

1934 

7 667 

5,225 

2 442 

1935 

7 761 

5 163 

2 598 


> Socnci Fornan Commtrr* Yrorboot 1930 Tbe rb(n{« id taBcn tnde of the import- 
export itema M betireen 1913 and 1938 a Ureel^ accounted lor br deraluatioa of the lira 
after the War (eee Chap. XXlX of thu Tolume) 


Among the fabricating materials and fuel imports, hides and skins, 
raw cotton, raw wool, silk, wood, coal, iron and steel and rubber 
were conspicuous items Comparison of these facts with import 
data for the nmfeteen twenties and early nmetecn thirties dis- 
closes no sinking changes In 1934 approximately 85 per cent of 
Italy’s imports (m terms of \alue) were foodstuffs^ fabncatmg 
matenaL. (raw and semiprocessed) and fuels Among the import 
items conspicuous m 1934 m terms of ■value, were raw cotton, 
raw wool, coal and coke, timber, raw hides, wheat and other 
cereals, fish, meat, iron steel and \anous other metals The 
general composition of Italy’s imports underwent little change 
between the prewar and postwar penods 
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On the export side of Italj^’s foreign-trade balance sheet for 
1934j 20 items, constituting 40 per cent of the total value of 
exports, were manufactures. Fifteen items, constituting 29 per 
cent of the total value of exports, were vegetables, fruits, and 
processed foodstuffs. A substantial portion of the remaining 
items also were manufactures, vegetables, fruits and processed 
foodstuffs. These groups, therefore, represent the principal 
kinds of merchandise Italy had to offer for her imports in 1934. 
Of the manufactures, artificial-silk goods, cotton goods, real-silk 
goods and wool manufactures topped the list. Basically, the 
character of Italian exports has not changed very much since the 
prewar period. In 1913, as in 1934, manufactures, fruits, vege- 
tables and processed foodstuffs predominated. In 1913 textile 
manufactures alone constituted about one-third of the total Amlue 
of all exports and in 1934, about the same proportion. 

TRADE RESTRICTIVE MEASURES* 

From a purely economic point of view, the maintenance of rela- 
tively free international access to world markets and sources of 
supply of raw materials might well have been the focal point of 
Italy’s postwar commercial policy. However, amidst a world- 
wide atmosphere of extreme economic nationalism, and with a 
long-enduring protective tradition, Italy's postwar commercial 
policy course took the opposite direction. In postwar Italy, as 
elsewhere, influential political groups have sponsored conceptions 
of national self-sufficiency. Theories invohung ideas of inter- 
nationalization of raw materials and lowering of trade barriers by 
multilateral agreements have not been lacking. By and large, 
however, the self-sufficiency point of view has exercised the 
greater influence. Italy’s commercial policy was protective 
before the War and it has remained so since the War. 

Economic unity was realized in Italy in 1861, -when a general 
customs tariff replaced a miscellany of state tariffs. The tariff 
of 1861 was imposed to raise revenue, to foster permanent national 

* See PoKRi, op. cit. 

McGuire, op. oil. 

The Economic and Financial Position of Italy, op. cit. 

Manchester Guardian Commercial, “Italy: Foreign Exchange Restrictions 
in Force,” November 29, 1935, p. 430. 

Roy^ Economic Society, Economic Sanctions and Italian Trade, Memo- 
randum 56: 6-7, December, 1935. 
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unity and to encourage de\ eloproent of the relatively new power* 
machinery techniques In 1878, rates on textiles, metallurgical 
goods and \anous other goods were substantially mcreased 
During the eighteen 'e^ enties and earlj eighteen eighties a sub- 
stantial mcrease in imports of low-cost agricultural goods paral 
leled impro% ements in estem transportation This gave nse to 
greater pressure for protection on the part of agricultural interests 
in Italy In 188S a new general tariff went mto effect It was 
definitely more protects e than any of the acts that had gone 
before The 1888 act remained the basis of Italy’s protective 
tanff system until 1921 In general, the period 1861-1914 was 
characterised by a transition from moderate protection at the 
begmnmg of the period to more extreme protection at the end 
Postwar Tariffs — A commission which had been appomted to 
study Italj ’s tariff needs submitted its report to the national 
legislature in 1920 The Tanff Act of 1921 followed In Italy, 
as elsewhere, business interests nere divided on the tanff issue 
In general, manufacturers of machinery and other import goods 
clamored for higher duties Textile manufacturers and large 
sections of agnculture favored aliberal tanff The 1921 actwas a 
compromise through which the protectionists gamed more than 
the liberals Had the 1921 tariff act confined itself to specific 
rates, as was the case m earlier acts, mflation m Italy m the middle 
twenties would have destroyed most of its effect However, 
ad valorem rates prevailed m the 1921 act, causmg the specific 
amounts of tax to mcrease as pnces rose More significant than 
the rates imposed by the 1921 tanff law is the fact that it served 
as an understructure for a long senes of commercial treaties 'The 
Italo-German treaty of 1925 is suggestive of the nature of Italy's 
commercial treaty strategy during the nmeteen twenties The 
treaty m question made provTsion for an exchange of intensively 
produced Itahan foodstuffs and qualit3 manufactures for German 
raw matenals and heavy manufactures In general Italy’s 
mmmarrjaJ tipjiij- to uspheTSpces&sjyjxDports 

as a bargaimng counter vnthwhicb to obtam a maximum demand 
for the types of goods which Itahan industry was circumstanced 
to export At the same time attempts were made by Italy to 
reduce the quantitj of her necessary imports to a minimum 
Railway elect nficstion, research for the dev elopment of petroleum 
substitutes, the battle to make Italy self-sufficient in gram produc- 
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tion/ experimentation in the use of hemp fibers as a substitute for 
cotton and similar measures are suggestive of the type of effort 
invade to reduce the amount of necessary imports. 

With the advent of the vorld-wide commercial and financial 
crisis in 1929 Italy’s commercial polics’" became even more ^^gor- 
ously protective than it had been before. The system of protec- 
tive tariffs was maintained and the rates were increased. 
Between May, 1929, and August, 1931, the wheat tariff was raised 
from 14 gold lire per 100 kilograms to 75 paper lire, an increase 
of 45 to 50 per cent in terms of gold. Duties on unprepared meats 
were increased about 400 per cent. So, also, rates of duty were 
increased on butter, oils and fats and other agricultural goods and 
on manufactures. Furthermore, after the 1929 crisis, Italy, like 
many other countries, resorted to import quota-license measures, 
export premiums and foreign exchange restrictions. 

Quantitative Merchandise Controls. — ^After 1929 Italy intro- 
duced measures for the quantitative regulation of imports of 
motorcars, toys, coffee, oil and wood, copper, fertilizers, dyestuffs, 
butter, vegetable oils, certain kinds of fish, woolen yams, news- 
print, bacon, ball bearings, silk cocoons and various other goods. 
Compulsory milling of a specified proportion of home-grown wheat 
in the manufactxire of flour and compulsory admixture of alcohol 
•Ruth petrol were required. The sale of margarine in Italy was 
prohibited, and exports of a number of goods such as scrap iron, 
copper, aluminum and cotton were forbidden. 

Foreign Exchange Controls, — Italy did not confine herself to 
merchandise controls. She resorted during the depression years 
to foreign exchange controls similar in some respects to those of 
Germany. Italian exchange for such genuine industrial and 
commercial needs as commodity imports and necessary foreign 
travel remained unrestricted. However, special permits were 
required for exchange to be used for other purposes — ^payments 
on old accoimts, for example, or purchase of foreign securities. 
In Italy, as in Germany, exchange restrictions gave rise to clearing 

1 The so-called “Battle of the Grains.” 

“I know,” said Mussolini in an address to the Wheat Committee, July 4, 
1925, “that each one of you is profoundly cominced of the sanctity of the 
Campaign and of the possibility of Victorj'. You feel that we are here 
struggling for true freedom, the emancipation of Italy from foreign economic 
dependence.” Quoted from The Ecorumic and Financial Position of Italy, 
op. cit., p. 10. 
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agreements Such agreements were negotiated withm Austria, 
Argentina, Bulgaria, Germany, Great Bntam, Hungary, Yugo- 
slavia Turkej and various other countnes 

The foregomg sketches surest the fact that Itahan tanS 
pohcy drifted toward greater degrees of protection durmg the 
mneteen twenties and that a \eTy comphcated system of special 
restnctne measures had come into effect m Italy before the 
apphcation of sanctions by the League of Nations m 1935 

League of Nations Sanctions — ^The apphcation of economic 
sanctions against Italy added another tier to the restrictive barrier 
that had been nsmg agamst her foreign commerce since the early 
nineteen twenties Economic sanctions agamst Italy, as 
approved by the committee of the league of Nations pnor to 
January, 1936, were four m number First, credit facihties were 
refused to the Italian go\emment Second, a ban was placed on 
all imports from Italy Thud, exports of arms and mumtions to 
Italj were prohibited Fourth, an embargo was placed upon 
exports to Italy of certain key matenab and supplies * During 
the period when sanctions were m force, Italy’s total foreign trade 
dechned Her trade with league countries declined more than 
her trade with non-League countnes Gnen the fact that for 
«e^eral jears before economic sanctions were apphed agamst 
Italy world trade had been m a se\ere state of collapse and the 
further fact that a.comphcated network of trade restnctive meas- 
ures had recently come mto existence, it is difficult, if not impossi- 
ble, accurately to evaluate the effect of the sanctions upon Itahan 
trade Italy’s trade balance mcreased from a net import figure 

> Some of Italy’s most important imports were not banned by League 
action because apparently, member nations controlled too srniill s propor- 
tion of world «uppLes Coal, cotton, copper and petroleum are conspicuous 
among the items that were not banned In 1934, four of the pnncipal non 
members of the league, vu , Germany, United States, Japan and Brazil, 
produced 50 per cent of the world s output of coal, GO per cent of the petro- 
leum, 54 per cent of the cotton and 21 per cent of the copper content of 
mmed ores 

The list of Ley materials and supplies that were banned by League 
edict follows horses and other transport animals, rubber, scrap iron and 
iron ore tm, ntcLel, chromium, manganese, aluminum, titamum, molyb- 
denum and tungsten with their ores and ferroalloys 

SoxTBCEs Royal Economic Soaety, Memorandum 56, Report on Currenl 
Economic Conditions, London December, 1935, and The Royal Institute of 
International Affairs, Raw MalenaU and Colonies, London, 1936 
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of 125 million dollars in 1934 to 126 million dollars in 1935. The 
_ gap between exports and imports was filled before 1934 by emi- 
grant remittances, tourist expenditures and foreign borrowings. 
For the year 1935 the magnitude of Italy’s international pay- 
ments was not di^mlged. During the period in 1935 and 1936 
when the idea of vigorous application of economic sanctions was 
being pressed in the League of Nations committee, reports were 
extant to the effect that Italian residents abroad were making 
exceptional sacrifices in an effort to increase remittances to the 
homeland in its time of dire need. 

WILL ACQUISITION OF COLONIES SOLVE ITALY’S ECONOMIC 

PROBLEM? 

Given the size of the Italian population, its growth tendencies 
and the limited resources of arable land and mineral deposits 
within the boundaries of the Italian state, avenues of economic 
growth sufficient to permit a substantial increase in indmdual 
living standards of an increasing Italian population are limited in 
number. Italy along with Germany and Japan is demanding 
colonies as a basis of future economic securitj’ and prosperity. 
The colonial question extends far bejmnd the scope of what is a 
part of the subject matter of international trade, but it has impor- 
tant economic aspects. Among them are the following: 

1. Will acquisition of colonies supply Italy with the raw mate- 
rials necessary for continued industrial growth? 

2. WiU acquisition of colonies provide a profitable market for 
Italian manufactures? 

Colonies as a Source of Raw-material Supplies. — ^An industrial 
nation needs coal, iron, cotton, petroleum and a great many other 
raw materials, most of which (aside from foodstuffs) Italj’- must 
purchase from foreign countries. If she possessed abundant 
supplies of all the essential raw materials within her own pohtical 
domain, most of the existing obstacles to her economic groui;h 
would be nonexistent. Is, then, acquisition of colonies from 
which to secure raw materials the solution to her economic 
difficulties? The thought is inspiring, but statistical appraisal of 
the suggestion is disillusioning. The aggregate production of 
raw materials in all the colonial possessions of Great Britain, 
France, Belgium, Netherlands, Japan, Italy, Portugal and Spain 
(mandates included) is not sufficient to supply all the raw-material 
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needs of a modem mdustnal nation The colomes in question 
produce less than 1 per cent of the world ’s annual output of coal, 
only Zyi per cent of the iron ore, 2^ per cent of the cotton, less 
than 4 per cent of the petroleum, only 2^ per cent of the wool and 
about 6 or 7 per cent of the gold * Colonies produce more than 
half the world s annual output of mbber and tm, but rubber and 
tm alone are not sufficient to support an evpandmg factory sys 
tern In short, if Italy had her fair share of the world’s colomal 
possessions, she would still have to purchase the bulk of her 
mdustnal raw materials and fuels unless colomal production 
could be largely increased 

Colomes as Markets for Manufactured Goods — Circumstanced 
as Italy is, her principal need from a purely economic pomt of 
view is a profitable market in which to sell hght manufactures 
Such markets are not to be found m the sparselj ■'ettled, relatii ely 
poor, colomal areas of the world These areas are potentially 
large markets for manufactures only to the evtent that, at some 
future tune, capital equipment and la^e, efficient populations are 
planted m them Italy has the population but she will be faced 
with a number of colomzing problems en if she acquires political 
control of additional colomal temtones First, there is the prob- 
lem of mducing her people to migrate to undei eloped regions 
Second, there is the problem of financing cvtensit e colonisation 
projects Italy has, apparently, acquired control of Abyssinia, 
but unless she can «ecure lai^e loans from Great Bntam, France, 
Umted States or some other counliy with capital funds for specula 
tive foreign mvestment, it is doubtful if Abj’^mia will be a net 
economic asset dunng the present generation The financial 
history of colonial ventures does not afford support for the 
economic wisdom of Italj's Abj’^man venture Certainly, 
there is no large and profitable market m Abyssinia for Italian 
manufactures at the present tune 

A \ ery important distmction between the economics of Bntisb 
colomal de^ elopment durmg the last centuij and Italj ’s colomal 
ambitions at the present time is that Great Bntam was a capital 
lending nation at the time when her colomes underwent their 
greatest measure of econoimc development, whereas Italy is a 
debtor nation, a capital borrowu^ nation Italy has labor and 
finished consumers’ goods (for which she must get immediate 

* Souscx Rav Maltnalt and Coloma 
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payment) to put into her colonies; Great Britain had capital 
equipment and credit to put into hers. 

CONCLUSIONS 

Limitation of births and gradual reduction in the size of the 
Italian population would enable Italy, in time, to raise the living 
standards of her people. However, limitation of numbers is not 
in accord with religious precepts in Italy. Furthermore, limita- 
tion of munbers would not, in aU probability, be the means of 
increasing the power and influence of the Italian nation amidst 
the community of Emopean nations. World free trade and a 
relaxation of emigration restrictions in sparsely populated, 
wealthy nations would enable Italy to grow in numbers and at the 
same time to raise the li\dng standards of her people. But these 
are circirmstances over which Italy has little control. Unwilling 
to accept the statvis of a lesser power and restricted by a limita- 
tion of natural resources in her efforts to expand economically, 
Italy is a nation whose statesmen are bound by the nature of 
circumstances to a policy of exploiting European discord in the 
hope of achieving a vaguely defined and uncertain gain. 



CHAPTER XXXV 


JAPANESE IMPERIALISM* 

Although the Japanese empire is reputed to be more than two 
thousand j ears old, dei elopment of a power-machmerj economy 
in Japan and a complementary system of world trade did not get 
imder waj until after the middle of the mneteenth century For 
200 } ears or more prior to the signmg of a commercial treatj inth 
the United States m 1S54, all foreigners, sa^ e the Dutch and 
Chme-e, were excluded from the Japanese empire, and Japanese 
citizens were forbidden to leave the country 

Pnor to the middle of the mneteenth century agnculture was 
the principal industry of a feudal Japan Such manufacturing 
as nas necessary to the life of the people was accomplished with 
simple tools Much of the manufacturing was earned on m the 
homes of farming families Luxury goods and staple articles for 
families that nere not self*6ufi5cmg were produced m small shops 
by a class of artisans who gained a hvehhood from speciahzation 
in lanous handicraft trades 

Dunng the last three-quarters of a century, Japanese mdustiy 
has been re\olutioni 2 ed The extent and magnitude of the 
changes are suggested by statistical endences of expansion in 
Japan’s industrial and commercial actnuties and changes in the 
character of her capital equipment Between 186S and 1929 
Japan’s* foreign trade (exports and imports) mcreased from 
26,246,000 yen to 4,364,858,000 jen Part of this mcrease may 
represent depreciation m the value of Japanese money IMien 

* For a compreheosiTe di.>cussiOD of industrial and commercial develop* 
menta in Japan danng the last three-quarters of a century see 

OEcatRD, Joict E, Japan'* Eanumie Ponlum, The Progrees of 
Indueirtalisaiwn McGraw HiU Book Company, Inc , Xew York, 1930 

^foci-TON, ffABOLD G, and JcNicai Ao Japan, An Eeonomte and 
Finanaal Appratsal, The Brookings Institution, Washington, 1931 

• Japan Proper The four brge islands — Honohu, Shikoku Kyushu and 
Rokksido — as distinct from other parts of the Japanese empire, the Kuril 
Islands, for example, and possessions on the mainland of Asia 
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allowance has been made for possible depreciation of the yen, the 
data indicate that the physical volume of Japan's foreign trade 
increased enormously between 1868 and 1929. Enlargement of 
the country’s merchant fleet, extension of her vehicular roads and 
railroads and the mechanization of her manufacturing are other 
evidences of Japan’s industrial and commercial expansion during 
the last three-quarters of a century. The Japanese merchant 
marine of 1850 consisted of a few small coastwise craft. At the 
beginning of the nineteen thirties, Japan had more than 2,000 
merchant vessels of 100 tons and over. Japan’s inland trans- 
portation facilities three-quarters of a centmy ago consisted of a 
few primitive highways and a system of waterways limited in 
extent by the mountainous topography of the islands. In 1935 
the country had approximately 595,000 miles of vehicular roads 
and approximately 16,000 miles of railways. As contrasted vdth 
the handicraft system of manufacturing of the middle nineteenth 
century, the Japan of the nineteen thirties has electric-motivated 
and steam-motivated textile factories, paper mills, metalworking 
establishments and lumber mills, not to mention a diversity of 
other kind of factories equipped with electric- or steam-motivated 
machinery. In 1935, 2 million or more workers were employed 
in Japanese factories that were equipped with modem machinery. 
The Japan of today is a modem industrial, commercial nation in 
the full sense in which that term is used in the Western world. 

POPULATION PRESSURE 

During a long period of 200 years or more prior to the middle of 
the nineteenth century (when the nation’s economy was prac- 
tically closed from an international point of view) the population 
of .Japan increased little, if at all. Population estimates prior to 
the first Japanese census (taken in 1721) are not tmstworthy, but 
such as they are, the estimates suggest no substantial increase in 
the population of Japan during the century prior to 1721. In 
1721 the census figure for registered population (uncorrected for 
probable omissions) was approximately 26,000,000. A century 
and a quarter later (1846) the corresponding census figure was 
26,900,000. Inasmuch as the census figures for population 
dropped as low as 25,000,000 between 1721 and 1846 and never 
reached 27,000,000 prior to 1846, no marked upward trend is 
evident for at least a century before the eighteen forties. For the 
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penod co-v enng the last hall of the nineteenth century and the 
first third of the twentieth century (roughly 1850-1935) quite 
another story is to be told 

The mdustnaUzation and commercialization of Japan, after 
about 1850, mereased aggregate productivity and permitted rapid 
increase in a population which, apparently, had been held in 
check by scarcity of economic goods Between 1846 and 1893 
the population of Japan Proper increased 50 per cent (from 
26,908,000 to 40 508,000), between 1846 and 1916 it approxi- 
mately doubled, between 1846 and 1934 it increased 150 per cent 
(from 26,908,000 m 1846 to 68,000,000 m. 1934) The population 
of Japan Proper contmues to mcrease The exchange % alue of 
the country’s aggregate output of goods and services must also 
increase if the existmg standard of hving is to be improx ed or even 
maintained Here is the crux of the country’s economic diffi- 
culties m a long run economic sense How is aggregate produc- 
tion to be mereased at a more rapid rate than the population 
mcreases’* 


DIRECTIONS OF ECONOMIC EXPANSION* 
llemo\al of the stultifymg restraints of a feudal s^'stem has 
been cited as one of the causes of Japan’s increased productivity 
With the passing of the feudal s>stem a large class of nonproduc- 
tii e persons* hvmg under the shelter of -v ested mterests was forced 
mto industry With greater freedom came a revitalization of 
mcentiie and effort on the part of peasant farmers Develop- 
ment of mtemal commerce gave nse to advantages of territorial 
division of labor A factory system, equipped vnth power 
machmery, mereased the productivity of manufactunng classes 
The value of that part of the nation’s output of goods which 

1 This question does not assome that the population of Japan Proper will 
continue indefinitely to expand Only two assumptions are miolved m the 
question One assumption ts that the population of Japan Proper is increas- 
ing at the present time The other assumption is that the population 
mcrease cannot be curbed immedjstel> 

See Gbxoobt, T E , ‘ Japanese Competition in World Markets ” 
Iniemaitcruil Affairs The Royal Institute of International Affairs London 
May, 1934, pp 32o-342 

* See HuBSAun, G £ , and Demx. Bauu,q, Eastern Jndusiroii-ation 
and Its Effects on the West tnthSpeaal R^erenee to Great BniatnandJapan, 
Humphrey Milford, London, 193o 

* The Samurai, whose anceston had been fightmg men 
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found its way into international commerce was enhanced bj’’ a 
process of exchange for raw materials and foodstuffs more 
abundant elsewhere and less costly in terms of human effort. 
These and other economies incident to industrialization, technical 
innovation and growth of external trade stimulated an increase in 
productivity. The increase was suflBcient to support larger 
numbers of Japanese families at a slowly rising standard of 
individual Ihdng. ’RTiat, if any, are the limitations to continua- 
tion of this process of economic growth in Japan? 

In very general terms an answer to the question may be given 
in two parts. First, Japan’s available agricultural and mineral 
resources are meager. In an area ndth limited natural resources, 
operation of the principle of diminishing returns tends to set an 
upper limit to the size of population which can be maintained at 
a given standard of individual living.^ Technical and adminis- 
trative improvements were responsible for increased productivity 
during the last half century or more. Further gains in these 
directions are possible, but their magnitudes are problematical. 
Revolutionary improvement in Japanese technique necessary to 
postpone diminishing returns by tapping natural resources now 
unavailable® are not as yet apparent on the horizon. Second, 
less densely populated countries of the world are reluctant to 
receive rapidly increasing quantities of Japanese manufactures in 
exchange for raw materials. In other words, foreign markets for 
Japanese labor are restricted by trade barriers. If one looks at 
the Japanese problem from a positive rather than a negative 
point of view, the case may be summarized as follows: There are 
three avenues of possible economic expansion in Japan, sufficient 
to permit an increase in living standards of greater numbers. In 
the first place, revolutionary technical developments might free 
the Japanese people from dependence upon scarce agricultural 
lands and inadequate mineral resources. Discovery of new 
sources of natural energy and new synthetic products, com- 
povmded from abundant natural elements, are suggestive of types 
of technical developments which, conceivably, might be achieved. 
In the second place, some or all of the wealthier countries of the 
world might lower their trade restrictive barriers, thus permitting 
more remunerative exportation of greater amounts of Japanese 

* See Gregory, op. cil. 

- Such resources as atomic energy. 
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labor embodied m manufactured goods ^ Third, control of 
additional land and natural resources maj be acquired by Japan, 
pacificallj or othenn-e * If all other a\ enues of economic growth 
are found to be impasaable, the Japanese may mtensify their 
efforts to gam control of additional land and natural resources 
through mihtarv conquest * Before considermg the imphcations 
of mihtary imperialism, let us examme the question of trade 
expansion 

INTERNATIONAL PAYMENTS 

Enlaigement of the national mcome of Japan Proper by a 
process of expandmg her manufaclunng activities, enlargmg her 
exports of manufactured goods and mcreasing her imports of raw 
materials would mvolve, m all probabihtj, reduction or elimma- 
tion of her net balance of merchandise imports For 18 of the 
32 years 1868-1899 mclu«ive the aggregate value of Japan's 
merchandise imports exceeded that of her merchandise exports. 
In other words, Japan’s trade balance was unfavorable for 18 of 
the 32 } eats m question Dunng the 36 years 19001935 inclu- 
ai e the i alue of Japanese imports exceeded that of exports every 
year except 1906, 1909 and the World War years 1915-1918 

‘ The idea of economic erpaoston in Japan Plvper, by a process of enlarg 
mg her esistmg manufactunog system and mcreasmg her exports of masn 
factured goods cames'an assomption that tbe coontry's trade balance viO 
become Ie«s unfaTorable This topic is developed m the next section. 

* Populabon pressure m Japan Proper might be reLeved by pacific emi- 
gration of Japanese citizens to other national domains Knugiation would 
enlarge the economy of the Japanese nation to the extent that emigrants sect 
a portion of their eanungs abroad to kinsfolk at home, thus providing the 
purchasing power for increased imports. Some Japanese are enugratmg 
but the tendency m many countnes is to limi t peaceful penetration of the 
Japanese mto non-Japanese temtones by increasmgl^ rigorous immigration 
restnctiona. 

* The que*ition of the extent to which Japanese mflitary policy is a result 

of internal population pressure and the extent to which it is motivated by 
ambition on the part of Japanese leaders, to build a great empire and 
^rtfinsicAt: vsp haaii -eS tire 

Japanese to restrict their numbers is no necessary justification for their 
demands upon more favored nations. On the other band the existence of 
large numbers of persons whose desires for economic goods are less fully 
supphed than those of certam TVestem peoples is a reality which more 
favored nations cannot ignore When the material wants of one race are 
used as an excuse for armihilatioa or militaiy domination of some other race, 
economic and philosophical issues become ahnoct meitneably mvolved. 
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inclusive. For the period 1900-1935 as a whole the value of 
imports exceeded that of exports by about 3 billion yen.^ How 
did Japan finance an excess of merchandise imports for so long a 
period and to so large an amount? An answer to this question 
can best be approached through an examination of the country’s 
international payment balances. 


Table 80. — Net Balakces of Vabioes Geotos of Items nr Jafan’s 
Intebnatjoxal Account, 1927-1933' 

(Millions of 5 'en) 


Year 

Merchan- i 

dise ! 

1 

Interest and 
dividends 

Services 

Gold 

Totals’ 

1927 

-283.0 

- 3.2 

+145.0 

+ 36.0 

-105.2 

1928 

-323.4 

-24.0 

+174.8 

- 0.4 

-173.0 

1929 

-163 ..7 

-19.8 

+202.5 

- 0.6 

+ 18.4 

1930 

-154.7 ‘ 

-25.2 

+152.6 

+286.7 

+259.4 

1931 

-142.1 j 

-23.6 

+108.2 

+388.2 

+330.7 

1932 

- 56.8 

-37.8 

+151.0 

+112.0 

+168.4 

1933 

- 79.9 

-51.0 

+140.3 

+ 34.7 

+ 44.1 

1934 

- 91.7 

-26.4 

+180.9 


+ 62.9 


* SouBCE: League of Nations, Bdlanee of Paymentt, 1934 and 1935, Geneva, 1935 and 1936. 
Used by courtesy of International Documents Service, Columbia University Press. 

* The figures in the totals column represent errors and capital items. 


Net balances of various groups of items in Japan’s international 
account are pven in Table 80 for the years 1927-1934 inclusive. 
During this period the value of merchandise imports exceeded 
that of merchandise exports by approximately 1,295,300 000 yen. 
Net payments^ of interest and diiddends to foreigners, who had 
invested capital in Japan, aggregated 211,000,000 yen for the 
8-year period in question. The net imports and interest and 
dividend items together aggregated 1,506,300,000 yen (1,295,300,- 
000 plus 211,000,000). Payment of this sum by the Japanese to 
foreigners was offset by collections for senpUces rendered bj’- the 
Japanese for foreigners® and gold exports. For the period in 

' Souhce: MocivroN and Ko, op. at. 

League of Nations, Balaiice of Payments, 1934, Geneva, 1935. 

Foreign Commerce Yearbook, 1936, U. S. Department of Commerce. 

* The adjective net in this case implies the difference between foreign 
interest and dividend receipts by the Japanese and payments of interest and 
dividends by them to foreigners. 

' The servdces rendered b 3 '' Japanese for foreigners consisted of ocean 
freight carriage, insurance, entertainment of foreign tourists in Japan, etc. 
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question semce items totaled 1,255,300,000 yen, gold exports 
totaled 856,600,000 yen For the penod 1927-1934 as a whole, 
net mcome from service items was insufficient to pay for net 
imports of merchandise and to cover net service chaises on bor- 
row ed capital Gold exports were sufficient to eo\ er the deficit 
for imports and semce charges on capital borrowings and to 
permit Japanese purchase of a substantial \olume of foreign 
securities at bargain pnces during the depression j ears Inas- 
much, however, as Japan's exports of gold, durmg the penod m 
question, far exceeded her production of gold, she was exportmg 
her gold reserv es These are not inexhaustible From the long- 
run pomt of new, the most significant fact which Table 80 
portraj^ is that for the penod 1927-1933 as a whole income from 
merchandise exports and services was not sufficient to pay for 
merchandise imports and to cover semce charges on borrowed 
capital By and large, this is the situation which prevailed 
durmg the penods of Japanese history between 1900 and 1914 and 
between the early nmeteen twenties and 1929 

Between 1900 and 1914 Japan borrowed abroad Between 
these dates the Japanese foreign debt increased from less than 
150 milhon yen m 1900 to approximately 2 bilhon yen m 1914 
Durmg this penod, Japan sold long and short term secunties 
abroad m amounts sufficient to pay semce charges on old loans 
and to expand her capital eqiupment at home at a rapid rate 
Japan's income from merchandise exports, shippmg semces and 
other semces was sufficient during the World War years to 
enable her to make large loans to the Alhes and to Chma In the 
nmeteen twenties, however, conditions were less favorable and 
she again became a foreign borrower Her net foreign mdebted- 
ness m 1929 was about 800 milhon yen * 

Prior to the annexation of Manchuria, Japan was at a stage m 
her economic development which logically would have been 

* In the middle eighteen nineties Japan was neither a debtor nor a creditor 
nation to an> appreciable extent From 1897 to 1913 she borrowed heavily 
abroad with the result that m 1913 her net foreign debt amounted to 
approximatelv 1,224 million yen Durmg the War and early postwar 
3 ears Japan became a creditor nation. Her foreign credits (I^^S term 
investments and bank balances) exceeded her foreign debts m 1919 by 
approximately 1 400 million yen By the end of 1929, as already stated 
her net foreign indebtedness was about 800 milhon yen Moultov and 
Ko op cit , Chap XVI 
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followed by adjustments in her merchandise trade in such a 
manner that income from exports and ser\dces could pay for 
imports and cover annual service charges on borrowed capital. 
But foreign markets for Japanese manufactures were restricted by 
trade barriers. Hence the Japanese experienced extreme diffi- 
culty in finding outlets for goods which the country was tooled to 
produce. If Japan succeeds in maintaining her political and 
economic control of Manchuria and in gaining greater control of 
areas in China Proper that are rich in undeveloped coal resources 
and other minerals, she may thus, by a process of territorial 
expansion, enter another long era of capital borrowing for the 
installation of capital equipment in a relatively undeveloped area. 
On the one hand, Japan Proper^ has apparently reached a stage of 
industrial development where the logical next step is utilization 
of installed equipment for retirement of accumulated borrowings 
by production and exports of manufactures. On the other hand, 
the territorially expanding Japanese empire may be in the capital- 
borronong stage of the investment cycle for a long time to come. 

INTERNATIONAL TRADE TENDENCIES 

As stated in an earlier section, growth of Japan’s foreign trade 
is one of the significant indices of growth in the country’s eco- 
nomic system after it was opened to intercourse with the outside 
world about the middle of the last century. Between 1868 and 
1935 the money value of Japan’s foreign trade (exports plus 
imports) increased one hundred and ninety-two times, from about 
26 million yen in 1868 to approximately 5 billion yen in 1935. 
Inasmuch as the price level may have been liigher in the latter 
year, the physical volume of Japanese trade may have increased 
less than the money value. However, the fact is quite obvious 
that the physical volume of Japanese trade increased enormously 
during the period in question.^ 

Trade by Commodity Groups. — ^The composition of Japan’s 
export-import trade reflects the character of the country’s mate- 
rial resources. In 1929 cotton, wool, lumber, sulphate of ammo- 

1 Japan Proper as distinct from the Japanese empire. 

® There is no readily available index of Japanese prices e.xtending back to 
1868, The conclusion is based upon price tendencies in other countries 
during the earlier years. 
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nia, coal mineral oil, beans and bean cake, wheat, •'upar and 
nee, together constituted 57 per cent of imports terms of 
\ahie) Iron and steel and machmerj constituted another 13 
per cent of imports (in terms of \aluc) In «hort, raw matenaU, 
foodstuffs and capital equipment represented the bulk of the 
imports in 1929 In general, the same situation prci ailed m 
1934 Tlie \alue of raw matenab, fooiLtuffs, goods for further 
fabncation and capital equipment constituted more than 80 per 
cent of the total i alue of imports in 1934 On the export side of 
the count rj ’s merchandise trade transactions, raw-€ilk and textile 
manufactures were the mO't important items both m 1929 and in 
1934 In 1934 raw 'ilk constituted 13 per cent of total exports 
and textile manufactures 48 to 50 per cent Among the other 
items of export were 'uch light manufactures as potters, toys, 
glass and gLassware, paper, etc In 'hort, Japan’s prmcipal 
exports are light manufactures and raw silk, which embody 
relate el^ large amounts of low-wage labor One of the principal 
obstacles to a continuation of Japan's commercial expansion at a 
rapid rate la unailUngne^s on the part of nealtluer countries 
frcelj to accept her light manufactures Tcxtile-manufactunng 
industries m the United States Great Britain, France and other 
countries are entrenched by fixedm\e''tmcnt3in textile*m*inufae- 
tunng plants, interests of large numbers of emplo\ ces habituated 
to n ork in textile factories and comraunit) interests in churches, 
schools, roads homes and other types of fixed socuil and personal 
capital that tend to accumulate in thicklj populated centers 
Furthermore, countries like Canada, Au-tralia and Argentina, 
n here vested interests m raanufactunng are not 'o dceplj rooted, 
are constructing manufactunng industries behind the shelter of 
protcctiie tanff nails 

Trade by Geographical Regions — Japanese good> find their 
way into practically c^eiy market in the world, and the raw 
matenab and fueb needed for Japan’s factoncs arc assembled 
from a great many countnea In epitc of this geographic disper- 
sion of Japane-c trade, the bulk of it in quantitatn e terms ls con- 
fined to a fen countnes In 1934 three countries, rts , United 
States, Briti'h India and China sent Japan 59 per cent of her 
imports (in terms of \aluc) and took 41 per cent of total Japanese 
exports Cm terms of value) In 1934 nine countnc?* sent Japan 
approximately 82 per cent of her imports and took approximately 
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74 per cent of her export. These data are summarized in Table 
SI. 

Japan gets cotton, scrap iron, lead, copper, capital equipment, 
automobiles and various other mass-production goods from the 
United States. Her leading export to the United States is raw 
silk. Eaw-cotton imports and exports of textile manufactures 
bulk 'large in Japan’s trade n-ith India. From China, Japan 
gets raw cotton, silk cocoons, foodstuffs and coal and other min- 
erals. She sends China a great variety of manufactures, particu- 


Table 81. — ^Expoet-isipokt Th-ade of Jap ax bt Couxtetes of 
Destixatiox axd Origix, 1934^ 


j 

Coiintry i 

Imports, per 
cent of total 
value 

Exports, per 
cent of total 
value 

United States 

33.7 

18.4 

British India 

12.8 

11.9 

China 

12.4 

10.3 

Germany 

4.8 

0.9 

Kwantung 

1.2 

13.6 

Dutch East Indies 

2.8 

7.3 

Australia 

8.7 

2.9 

United Kingdom 

3.1 

5.0 

Egypt 

2.0 

3.4 

Totals for nine countries 

81.5 

73.7 


* SouECE: League of Nations, International Trade Slatieiictf 1934, Geneva, 1935. Uced 
by courtesy of International Documents Service, Columbia University Press. 

larly cotton goods. From Germany and the United lUngdom, 
Japan gets scrap iron, machinery and various other metal 
manufactures. From Dutch Bast Indies she gets sugar and 
raw rubber, from Australia she gets wool and wheat and from 
Egypt she gets raw cotton. To these countries, Japan sends 
various light manufactures, raw silk, tea and a miscellaneous list 
of minor goods. The opening of the American and Australian 
markets to freer importation of Japanese manufactures would be 
of great assistance to Japan. She imports from both of these 
countries substantially more goods (in terms of value) than she 
exports to them. 

Terms of Trade. — ^Japan, like Great Britain and other raw- 
material-importing countries, has profited during recent years 
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by rclati'cli low prices of agncultural products There has 
been an inipro\ ement m Japan’s net terms of trade m spite of 
the fact that prices of one of her pnncipal exports, ra^ silk, ha\e 
declined more than prices of man} other commodities (see Tig 
19, p 222) The index of Japan’s net terms of trade for the j cars 
1930 to 1935 as compared with thejear 1928 arc gi\en m Table 
82 


Table 82 — Net Terhs of Trade, Japajc 1930-1935 as Compared wtTn 
1928« 


Year 

Index 

'\ear 

Index 

1923 

100 

1032 

89 



1933 

82 

1930 

93 

1934 

72 

1931 

100 

1935 

71 


• Tb* «( B»t termt ef (r»d« i« tbr r*l •> «bta ntd bp d vid ng tb« index e( pner*e( 
Jip&Qete import (oodt bp the index o( price* of Jopeneae export go^a and mult piping bp 
100 

SocrxcB League of Sat one fimeie o/ ITorfd Trade 1935 Oeneea 1936 p 75 Uied 
bp eeurteap of latematiooal Ooeumeaia 8eme« Coiumb a Un eera tp Treae 

CONTROL OF EXPORT-IMPORT TRADE 

Customs TanfEs — In view of Japan's economic status among 
the nations with which she trades, one might expect to find in 
her an outstanding advocate of twentieth century free trade 
Wages 111 Japan arc lower than wages in the W'estem countries 
with which she trades, while in the Onent, Japan has the advan- 
tage of an early start in the cmplojunent of improved manu- 
facturing techniques In this respect Japan’s po«ition m the 
Onent is somewhat similar to that of Great Bntam m Europe 
100 years ago Japan is not, however, a free trade country, she is 
not even a near free-trade country Customhouses were estab- 
lished for the first time and customs duties levied at Japanese 
ports in 1S59 This first customs tanff was determined entirely 
hj treaty provisions with W’estem powers It was revised bj 
treat} in 1866 Tlie duties of the revised treat} tariff remained 
in force until 1899, when a senes of new treaties of commerce 
and navigation was negotiated The 1899 treaties permitted 
Japan to lev} a statutorj tanff m addition to the newly revised 
conventional tanff From 1899 to 1914 the general tendency of 
Japanese tanff legislation was towanl an increase m rates Since 
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the World War the Japanese tariff has been re-sdsed or modified 
a number of times. In 1924 a law was promulgated which 
imposed a 100 per cent ad valorem duty on some 120 kinds of 
goods designated as luxuries. The purposes of the measure 
were to check luxurious consumption, encourage habits of 
economy and contribute to a diminution of Japan’s adverse 
trade balance. In 192b a general revision of Japan’s tariff 
system was undertaken. Although amendments had been made 
from time to time, such, for example, as imposition of the luxuiy 
taxes in 1924, the basic structure of the tariff system had not 
been changed since the tariff act of 1910. The new tariff measure 
passed by the Diet in 1926 embodied five basic objectives, as 
follows:^ 

1. Raw materials not easily produced at home were to be duty 
free. 

2. Protection was to be given to staple industries with prospects 
of vigorous development (an infant-industry conception). 

3. Duties on luxury goods were to be raised. 

' 4. Tariffs on foreign goods ndth which home produce was 
able to compete were to be reduced or left as they stood. 

5. Duties on necessaries of life were to be reduced. 

In spite of the meritorious purposes of the 1926 measure its 
practical effect as administered was to strengthen Japan’s 
traditional protective-tariff system. Amendments which have 
come into effect since 1926 have augmented the protective 
features of the original law. In 1932, for example, duties in 
general were increased approximately 35 per cent. 

Four influences appear to have operated in behalf of the earlier 
protective measures in Japan. First was a need of raising 
government revenue by the levying of customs duties. Second 
was a desire to stimulate the introduction of improved techniques 
by the placing of infant-industry tariffs. Third was an effort to 
foster industries necessary to national defense with the aid of 
protective-tariff measures. Finally there was internal political 
pressure on the part of business interests who stood to gain from 
the imposition of measures of protection for their particular trades. 

Japan has never had a laissez-faire system of economics. 
State subsidization of industry has been an important element of 

'Soubce: The Japan Times Year Book, Arthur Probsthain, Oriental 
Bookseller and Publisher, London, 1933, p. 223. 
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the country’s expansionist policy during the last half century 
Development of a sugar industry in Formosa, colomal expansion 
m Korea and development of iron and coal mines m Manchuna 
are examples of expansiomst projects which were subsidized with 
Japanese state funds ^ 

Other Trade Restrictive Measures — Durmg the world-wide 
busmess depression which reached its most acute stage in the 
early thirties, Japan, like many other countries, resorted to 
special trade restrictive measures to control her merchandise 
trade balance and guard her gold r^erves In addition to 
raismg her customs tariff rates, Japan created a license quota 
system for her trade in dyestuffs and rice She extended her 
governmental subsidies for the dyestuffs mdustry, the iron 
industry and a number of lesser trades and placed restnctions 
on foreign exchange m order to counteract a flight of capital 
Foreign exchange for use in the purchase of merchandise unports, 
the makingofmterest payments, insurance premium payments and 
payment of old accounts remamed unrestricted, special permits 
were required for exchange to be used for a great many other 
purposes — deposits abroad, purchase of foreign securities, etc * 

Postwar Trade Restrictive Motives — ^As one vieus in retro- 
spect the recent trade restrictive measures of Japan, against a 
background of import tariffs and other trade restnctne develop- 

* See icferencea, note 1, p 524 

* The exchange control bill which was passed by the Diet in May and 
went into effect July 1, 1932, contained the foUowing provisions 

"Article 1 The Minister of Finance, nhen it is deemed necessary, may 
prohibit or restrict by order, transactions m foreign exchange, foreign 
currency, and securities m foreign cuireocy and letters of credit for the 
purpose of exportmg capital 

' Article 2 The Mmister of Finance may order any person who owns 
foreign exchange, securities m foreign currency, and bank deposits m foreign 
countries to submit a report of such investments to the Government 

"Article 3 The Minister of Fmance is authorized to examine any 
person who owns foreign securities or cnrrencies ” 

The measure was passed primarily to prevent a flight of capital from 
Japan Among the objects for which capital exports were prohibited were 
mvestment in foreign real estate, investment in foreign securities, deposit of 
funds m overseas banks, establishment of trust funds overseas, withdrawals 
from Japan, by foreigners, of existing capital mvestraents there, etc 

In sellmg exchange, either spot or forward, bankers were required to 
enquire of the customer whether the operation was for the purpose of 
capital transfer 

SoMBCE U S Commerce Eeporfs, No 32, p 256, August 8, 1932 ^ 
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ments in Western nations since the War, he is brought face to 
face with a number of restriction-making forces that have 
operated in similar directions since the Armistice both in the 
West and in the East. Some of these forces may be temporarjr 
in character. Take for example extreme measures for protection 
of monetary gold resen^es. Wartime inflation of currency 
systems was followed in the postwar period by mtemal deflation 
of national currencies in some countries and extreme instability 
of national currency systems in other countries. Investors -^dth 
liquid funds were ever on the alert to shift their holdings to the 
cotmtry which appeared to be most stable politically and to be 
succeeding best' ■udth its internal deflationary program. In 
consequence, huge flights of capital from one country to another 
have been a characteristic feature of world econom}’’ during the 
postwar years — particularly since the financial collapse which 
began in 1929. Some of the trade restrictive measures in Japan 
and other countries have been designed to counteract flights of 
capital and depletion of monetary gold reserrms. As the more 
rigid structural elements of the internal economies of the various 
nations are gradually forced to pve way, greater degrees of 
political and economic stability may be achieved the world over 
and the dangers of sudden flights of capital minimized. This 
kind of development may tend to eliminate one group of forces 
that, temporarily, has contributed to the growth of trade restric- 
tive systems. 

Another group of forces which has been acting in a similar 
direction in some countries is more permanent in character. 
National incomes — ^in the aggregate and per capita — ^and oppor- 
tunities for national economic expansion are very unequal in 
the leading commercial nations. In consequence, some nations 
have been tempted to resort to military pressure in their efforts 
to open avenues of economic grovdh. Military strength is 
dependent not alone upon numbers and discipline. Munitions, 
ordnance, fuels, food and other supplies are necessary to the 
conduct of modem warfare. Consequently, nations that would 
resort to military force or threats of mihtary force, in order to 
open avenues of expansion, are employing trade restrictive meas- 
ures as a means of fostering key industries peculiarly necessarj’" to 
a strengthening of their military position. So long as natural 
resources, populations and opportunities for national economic 
growth are as unequally distributed as they are at the present 
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tune, and so long as no international organiiation exists which is 
strong enough to curb the actions of indi\ndual nations, this second 
reason for trade restncti^ e measures is not likely to disappear 
Finally, widespread economic maladjustments mcident to 
postwar deflationary tendencies have resulted m labor displace- 
ment and unemployment in many countries No ui^e for 
measures calculated to protect domestic markets from foreign 
competition is more potent than that of unemployment E\'en 
though protects e measures maj haieaggrav ated unemployment, 
when entire national economies are taken mto account, the 
immediate benefits to small groups of employees and employers 
has been sufficient to generate pobtical pressures strong enough 
to mduce legislators to vote m fax or of protective measures 
Mihtary considerations may have been a more mfluential 
force in the creation of Japan's protectixe sj’stem, whereas 
unemployment may haxe bwn the more important cause for 
the growth of postwar trade restnctixesystems in certam Western 
countnes Howex er, both m countnes of the West and m Japan, 
considerations of national mihtary strength, whether for the 
purpo<!e of safeguardmg national existence or for the purpose 
of opemng axenues of national expansion, haxe bad no incon- 
siderable influence m the molding of trade restnctixe systems 
during the postwar period 

RECOURSE TO UIUTAR7 IMPERIALISM 
Japan’s pohcj of temtonal expansion started soon after the 
country was opened to world trade m the middle of the last 
century It is not necessary here to recount step by step the 
building of the Japanese empire * Our mterest is more m the 
nature of economic gams which Japan may derive from pohtical 
and economic control of Manchuna and parts of Cbma Proper 
Both Manchuria and China Proper are densely populated, but 
both areas have unexploited natural resources— Chma Proper 
more than Manchuna The second largest a^;regate of coal 
reserves m the world iS reputed to be xnthm the boundanes of 
* See PoBTEE Roseet Peecivai, Japan, Nm World Pover, Humphrey 

Milford (Oxford University Press) ^ew York 1915 

Nitobe Ivaze, ^apan Some Phaxeo of Brr Probltrm and Developments 
Charles Scribner's Sons New lork 1931 

Aixev, G C The Last Decade ra Japan ’ Economic Hutory January, 
1933 pp 629-648 

HrsBiBD and Basing op ctl and other historical studies 
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China Proper. At the present time this coal — ^and other undevel- 
oped natural resources in China — are not subject to exploitation 
in a large way because of political instability and political 
disorganization. In general terms, Japan’s policy is aimed at a 
forced stabilization of political conditions in China under Japa- 
nese military tutelage. With political stability will come 
investment of Western capital for the building of railroads, the 
opening of mines, the construction of factories, establishment of a 
banking system and industrialization generally. Industrializa- 
tion of China will increase the country’s aggregate producti\dty.* 
With greater productivity in China will come an enlargement of 
the Chinese market. If Japan exercises political control over 
China, she will be in position to prevent the Chinese from placing 
restrictions against the importation of Japanese goods. Further- 
more, with such control Japan will be in position to act as middle- 
man in the placing of Western capital in China and in the sale of 
Western goods, and as director of gigantic industrial undertakings 
which may be expected to grow and thrive when political stability 
is achieved. Thus with political control of China, the Japanese 
would be in position to hasten the country’s industrialization, to 
profit from an expanding trade with a neighboring state and to 
derive income from services rendered in the direction and control 
of foreign investment in China and merchandise movements to 
China. 

The early effects of Chinese industrialization will be to stimu- 
late trade in eveiy manufacturing nation, particularly in those 
nations which are exporters of capital equipment — ^railway 
equipment, mining and naanufactuiing machinery, road-bxiilding 
machinery, automobile trucks, etc. What the effect upon 
industrial stability in Western nations may be decades hence when 
China’s capital equipment has been built up to the point ,v 
exports of manufactures begin to flow out in increasing 4 1 1 
in payment of interest and principal on capital be I 
another question. Theoretically, if Western countries can obt 
cheap manufactures from Japan or China it is to their ecc ■ ■ 
interest to accept the goods in an appreciative spirit. Practii 
reorganization of a highly industrialized nation’s capital structui 
in such a manner as to permit its domestic market to absorb 
large and rapidly increasing quantity of manufactured impc 

‘ Increase in per capita productivity will depend in part upon the rate • 
increase in the Chinese population. 
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time, and so long as no international orgamzation exists which is 
strong enough to curb the actions of individual nations, this second 
reason for trade restnctive measures is not likely to disappear 
Finally, widespread economic maladjustments m^ident to 
postwar deflationary tendencies have resulted m labor displace- 
ment and unemployment m many countries No urge for 
measures calculated to protect domestic markets from foreign 
competition is more potent than that of unemployment Even 
though protective measures may have aggravated unemployment, 
when entire national economies are taken into account, the 
immediate benefits to small groups of employees and employers 
has been sufficient to generate political pressures strong enough 
to mduce legislators to vote m favor of protective measures 
Military considerations may have been a more influential 
force m the creation of Japan’s protective system, whereas 
unemployment may have been the more important cause for 
the growth of posti\ at trade restnctive systems m certain Western 
countries However, both in countnes of the West and m Japan, 
considerations of national military strength, whether for the 
purpose of safeguarding national existence or for the purpose 
of opemng avenues of national expansion, have had no mcon- 
siderable influence m the molding of trade restnctive systems 
dunng the postwar penod 

RECOURSE TO MILITARY IMPERIALISM 
Japan's policy of terntonal expansion started soon after the 
country was opened to world trade m the middle of the last 
century It is not necessary here to recount step by step the 
building of the Japanese empire * Our interest is more m the 
nature of economic gams which Japan may denve from pohtical 
and economic control of Manchuria and parts of China Proper 
Both Manchuna and China Proper are densely populated, but 
both areas ha\e unexploited natural resources — Chma Proper 
more than Manchuna The second largest aggregate of coal 
reserves m the world iS reputed to be withm the boundanes of 
* See Porter, Robert Percivai, Japan Ote New World, Power, Humphrey 
Milford (Oxford University Press), New York, 1915 

Nitobe, Inaze, Japan Some Phate* of Her Prohlema and Developments 
Charles Scnbner s Sons, New YoriE 1931 

Allen, G C The Last Decade in Japan,*' Economic History January, 
1933, pp 629-648 

Hitbbard and Barino, op at , and other historical studies 
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China Proper. At the present time this coal — and other undevel- 
oped natural resources in China — are not subject to exploitation 
in a large way because of political instability and political 
disorganization. In general terms, Japan’s policy is aimed at a 
forced stabilization of political conditions in China under Japa- 
nese military tutelage. With political stability will come 
investment of Western capital for the building of railroads, the 
opening of mines, the construction of factories, establishment of a 
banking system and industrialization generally. Industrializa- 
tion of Chiaa will increase the country’s aggregate productivity.^ 
With greater productivity in China will come an enlargement of 
the Chinese market. If Japan exercises political control over 
China, she will be in position to prevent the Chinese from placing 
restrictions against the importation of Japanese goods. Further- 
more, with such control Japan will be m position to act as middle- 
man in the placing of Western capital in China and in the sale of 
Western goods, and as director of gigantic industrial undertakings 
which may be expected to grow and thrive when political stability 
is achieved. Thus with political control of China, the Japanese 
would be in position to hasten the country’s industrialization, to 
profit from an expanding trade with a neighboring state and to 
derive income from services rendered in the direction and control 
of foreign investment in China and merchandise movements to 
China. 

The early effects of Chinese industrialization will be to stimu- 
late trade in every manufacturing nation, particularly in those 
nations which are exporters of capital equipment — railway 
equipment, mining and manufacturing machinery, road-building 
machinery, automobile trucks, etc. What the effect upon 
industrial stability in Western nations may be decades hence when 
China’s capital equipment has been built up to the point where 
exports of manufactures begin to flow out in increasing quantities 
in payment of interest and principal on capital borrowings, is 
another question. Theoretically, if Western countries can obtain 
cheap manufactures from Japan or China it is to their economic 
interest to accept the goods in an appreciative spirit. Practically, 
reorganization of a highly industrialized nation’s capital structure, 
in such a manner as to permit its domestic market to absorb a 
large and rapidly increasing quantity of manufactured imports, 

‘ Increase in per capita productivity will depend in part upon the rate of 
increase in the Chinese population. 
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necessitates dc\aluation of fixed capital investments in import 
industries, shifts in large numbers of workers from one industry 
to another, more or less shifting of population centers and other 
changes which tend to destro3 the delicate balance of a highly 
complex economic machine If such adjustments are made 
gradually, thej cause no senous pohtical upheavals, if they must 
^ made in a relatively short space of time at the end of a long 
penod of unwarranted speculative exiiansion, they may be the 
cause of economic and social upheavals that approach the gravity 
of pohtical revolutions 

Given the potentialities for economic gam, for Japan and for 
Western nations that are inherent in Chinese mdustnahzation, 
the process vv ill, no doubt, be encouraged In all probabihty the 
ethical aspects of Japanese tutelage in China will not be senously 
questioned by Western nations when the fact becomes apparent 
that the West as w ell as the East stands to profit largely by the 
effectiveness of such tutelage If, however, one can look beyond 
the more inunediate economic gams and can visualize long run 
consequences, he is likely to be opposed to a too rapid mdustnah- 
zation of China on a number of grounds In the first place, rapid 
industnalization of China is likely to be accompanied by an all- 
too rapid mcrease in the size of the Chinese population A 
possible result is that sometime in the future an mdustnahzed 
China may bo faced with a population problem not altogether 
different from that of present-day Japan In the second place, 
a too-rapid mdustnahzation of Cluna, fostered by the tutelage 
of a forced pohtical stabibty, is likely, sometime m the future, 
to germinate <!ccda of internal revolution China is an old coun- 
try, the Chinese people are "up to their cars” in history, tradition 
and philosophies not altogether attuned to Western matenalism 
If the deep-rooted mchnations of a great and numerous Chmese 
people are repressed bj' the forces of Japanese mihtarism and 
the pow er of Western finance, the economic system of China may 
change faster than her social and philo'^ophic institutions 
Strains and stre^sses incident to maladjustment betvv een a rapidly 
expanding economic materialism, on the one hand, and a slowly 
changing social organization, on the other hand, might, someday, 
cause rev olutionary explosions in an industrialized China which 
would shake the foundations of economic orgamzation the world 


over 



CHAPTER XXXVI 


INDUSTRIALIZATION OF RUSSIA^ 

Two fundamentally different national commercial policies or 
policy tendencies in respect to international economic relations 
have been in evidence from time to time during the long period 
extending from Egyptian and Phoenician civilizations' that flour- 
ished 30 centuries ago to the 1937 Russian model of industrial 
civilization. One of these national policy tendencies has moved 
in the direction of unimpeded international commerce. Phoe- 
nicia, 30 centuries ago, and Great Britain, in the last half of 
the nineteenth century, are examples of nations that resorted to 
free-trade policies to encourage parallel expansion of their 
external and internal economies. Each nation, at the time of 
reference, was thickly populated and possessed manufacturing 
techniques superior to the techniques of neighboring countries. 
Extension of territorial division of labor was the most promising 
avenue of economic growth. In the cases of Phoenicia and 
Great Britain a point of diminishing returns in the application of 
labor, capital and improved techniques of the time, to domestic 
natural resources had been reached or was near at band. Exten- 
sion of the market areas to make possible a greater degree of 
territorial division of labor — ^importation of raw materials and 
foodstuffs and exportation of manufactures — was the most 
promising avenue of economic gro-wth. Trade made possible an 
association of labor and capital of densely populated, industrially 
progressive coimtries with raw materials of sparsely populated 
and industrially backward countries. 

The other commercial policy which has been in evidence at one 
time or another for thousands of years is a policy of trade restric- 
tion. It has been a characteristic of two quite different types of 
national economic circumstance. On the one hand is the 

^ In addition to sources cited throughout this chapter a large amount of 
miscellaneous information about the U.S.S.R. is to be had from the U.S.S.R. 
Handbook, Victor GoUancz, Ltd., London, 1936. 
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decadent nation Ha\mg come to the end of an era of economic 
expansion which could not be contmued without far-reachmg 
structural change, the decadent nation, either blindly or for non 
economic reasons, has resorted to trade restrictions for the pur- 
pose of impeding pendmg change On the other hand is the 
country with natural resources ample for economic growth with- 
out extensii e recourse to the natural resources of foreign coun- 
tries Trade restnctions m such countries have been employed 
either to exclude the influence of outside cultures or to hasten 
the mtroduction of improved techmcal methods Nineteenth 
century Umted States and postwar Kussia are examples of 
countnes that resorted to trade restrictions for the latter purpose 
The attention of the United States during the nineteenth century 
was focused pnmanly upon internal economic development So 
also the attention of Russians, gmce the World War, has been 
focused pnmanly upon mtemal economic development Large 
land area, sparse population, abvindant natural resources and 
rapid expansion of the equipment of a power machinery economy 
are characteristics common to each country at the tune cited In 
each case application of labor, capital and improved methods to 
domestic resources appear to have jnelded mcreasmg returns ^ 
Neither of these nations (during the penods referred to) was 
senously concerned mth the question of extending the principle 
of temtonal division of labor to areas wider than those within its 
political boundanes There was ample opportunity for exploita- 
tion of improved methods and more efficient combmation of 
production factors without recourse to extensiv c foreign trade * 

INDUSTRIAL EXPANSION IN RUSSIA 

Without more complete data than are available, the com- 
pbcated Concept of the manner m which the Soviet Umon is 

> Ordmanly the concepts of increasing and d iminishing returns apply to a 
situation where the land factor u constant m amount and composite doses 
of labor and capital are added technique remaining unchanged There is no 
reason why a somewhat sumlar although less precise concept may not be 
concei\ ed for a situation where the land factor is constant in area or approxi 
mately so and composite doses of labor, capital and an improved technique 
are added If the technique is not only unproved but also improving and if 
capital and labor are mcreasmg at different rates, the mathematics of the 
concept becomes quite mvolved 

* Extensive in the sense of an increasing proportion of the countr}''s total 
economy 
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increasing her productive efficiency is not subject to precise 
statistical verification. In general, increased productive effi- 
ciency in the U.S.S.R appears to be a result of more effective 
combination of productive factors withm the pohtical boimdaries 
of the Union, employment of more capital per worker (some of 
which is borrowed from abroad), better organization and direc- 
tion of industrial undertakings and utilization of natural forces 
previously imemployed (coal, petroleum and water-power 
resources, for example). The natural resources of Russia have 
been sufficiently abundant to ^ve scope to a program involving 
more effective combination of production factors. 

The magnitudes of the country’s economic expansion in various 
directions during recent years are suggested by a number of 
indices that are available for the period 1925 to 1935. Indices of 
agricultural production and industrial activity for the U.S.S.B. 
as compared with those for the world as a whole are given in 

Table 83. — Indices of Aghicultuhal Pkoduction and Inddstbial 
AcnVlTT^ FOB THE U.S.S.R. AND FOE THE WOKLD As A WHOLE, 1925 TO 

1935 ’ 

(1925 = 100 per cent) 


Year 

World 

U.S.S.R. 

Agricultural 

production 

Industrial 

activity 

Agricultural 

production 

Industrial 

activity 

1925 

100 

100 

100 

100 

1926 

100 

103 

109 

141 

1927. 

102 

108 

109 

162 

1928 

106 

114 

111 

203 

1929 

106 

123 

111 

255 

1930 

107 

110 

119 

331 

1931 

106 

98 

99 

414 

1932 

1 107 

86 

89’ 

472 

1933 

! 107 

97 

97 

513 

1934 

1 104 

106 

99 

610 

1935 

104 

117 , 

104 

743 


1 The term “induatrial” includes mining and manufacturing. 

* SotmcE: League of Nations, World Production and Prices, 1925-1934, and 1936/36, 
Geneva, 1935 and 1936. Used by courtesy of International Documents Service, Columbia 
University Press. 

Note; The bases have been ahifted from 1925-1929 averages or 1929 averages as the 
case may be to the year 1925 to facilitate comparisons. 

> Data for years 1932 and after are provisional. 
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Table 83 Dunng the penod 1925-1935 agncultural'production 
increased as rapadlj* in the U S S R. as in other countries (taken 
in the aggregate) , industrial actmtj m the S R increased 
\ery much more rapidlj than industnal actinty m other coun- 
tnes In mterpretingthe Russian figures, it must be remembered 
that all actmty, particularly manufactunng and mming as 
distmct from agriculture, was at a low ebb m 1925 Russian 
industry m 1925 had not recovered from the ad\ er^e effects of the 
revolution There was probably less mdustnal production m 
Russia m 1925 than there had been m the prewar penod Never- 
theless, it IS true that between 1925 and 1935 mdustry m the 
USSR did undergo tremendous expansion The fact that the 
increase in industrial activity in Russia was not confined to 
pnmary production is mdicated by such data as those m Table 84 


Table 84— 'Ivnjcia or Acrimr c* a Dumber or MAJfvrAeTCBD.a 
IvDCSTBIES D. THE U£ S R., 

(Average 1925 - 1929 - 100) 


leit 

Twtilea 

Boots aad 
shoes 

Psper j 

Machiae 

production 

1925 

61 ' 

44 

71 

48 

1926 

S3 

5S 

67 

69 

1927 

101 

91 

101 

90 

192S 

119 

118 

1)4 

120 

1929 ! 

140 

190 

128 

173 

1930 

139 

29o 

161 

259 

1931 

145 

327 

158 

448 

1932 

162 

39a 

150 

562 

1933 

173 

364 

158 

657 

1934 

192 

334 

ISO 

819 

1935 


409 

203 



iSoraci leacQC of ir<»M Pr*i<miWH and Priett 1935-1934 And 1933/M 

OctiCTS, 1933 *cd 193S. LW br lal«ruU0BjJ OocumenU S«m«c CotumbiA 

ITju»ersify ftesa. 


Activity m the textile-manufactunng industry, the boot and 
shoe industry, the paper industry and the machine-production 
mdustry m the USSR increased more durmg the decade 1925- 
1934 than USSR, output of agncultural goods 

IKTERKATIONAL TRADE TENDENCIES 
USSR, industnahiation has been accompamed bj important 
de\ elopments in the country’s external trade Between 1926 and 
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1935/ TJ.S.S.R. exports by weight increased 125 per cent; 
imports by weight declined approximately 23 per cent. In terms 
of value (gold rubles) both exports and imports declined. The 
value of exports declined approximately 42 per cent between 1926 
and 1935; the value of imports declined during the same period 
approximately 61 per cent. The U.S.S.R. appears to have been 
selling increasing quantities of a miscellaneous list of raw mate- 
rials in foreign markets, regardless of declining prices, in order to 
maintain imports of machinery and other goods necessarj’- for con- 
tinuation of the process of rapid industrialization. In 1934 
machinery, tools, scientific instruments and other metal manufac- 
tures constituted about 50 per cent of the total value of U.S.S.R. 
imports;® raw and partly processed materials and foodstuffs con- 
stituted about 85 per cent of the total value of exports. Informa- 
tion from many sources^ indicates that the U.S.S.R. is building 
up her capital equipment. No precise measure of the rate at 
which capital equipment is accumulating is available, nor is it 
possible to segregate the proportion which is financed with foreign 
borrowings from that which is financed from domestic savings. 
International payments statement? for the Soviet Union covering 
the period 1925 to 1935 are not available. However, merchan- 
dise trade statistics are reasonably complete. The value of the 
country’s merchandise imports exceeded the value of her mer- 

A ten-yeat period for which comparable data are readily available. 

Soubce: League of Nations, Monthly Bulletin of Statistics 5, May, 1935. 
Used by courtesy of International Documents Service, Columbia University 
Press. ' 

® Other important items of import were crude rubber, raw cotton, chem- 
icals, hides, live animals and a miscellaneous list of foodstuffs and small 
manufactures. 

’ See, for example: 

Hoover, Caevin B., The Economic Life of Soviet Russia, The Macmillan 
Company, New York, 1931, pp. 64, 66, 

Ytjgoff, a., Economic Trends in Soviet Russia, George Allen & Unwin, 
Ltd., London, 1930. 

Mikhatlov, N., Soviet Geography, Methuen & Co., Ltd., London, 1935. 

Economic Handbook of the Soviet Union, American-Russian Chamber of 
Commerce, New York, 1931. 

Brutzkus, Boris, Economic Planning in Soviet Russia, George Routledge 
and Sons, Ltd., London, 1935, 

Lorwin, Lewis L., and A. Abraaisox, "The Present Phase of Economic 
and Social Development in Russia,” International Labour Review, Geneva, 
January', 1936. 
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chandise exports for se\en of the years m question The 
aggregate value of imports exceeded that of exports for the entire 
period 1925-1935, by only about 418 milhon rubles This fact 
suggests that the contributions of long term foreign loans to 
USSR industnalization were comparatively small prior to 
1935 

FOREIGIT TRA35E POLICY 

The foreign trade pohcy of the USSR is not directly com- 
parable with that of the other nations selected for special treat- 
ment, because Sonnet foreign trade is controlled by the state 
Nevertheless some aspects of Soviet pohcy are significant m the 
hgbt of what has been said m precedmg chapters 

Foreign Exchange ControU — Systems of foreign exchange con- 
trol have been important parts of the foreign trade pohcies of 
capitalist countnes during recent years Foreign exchange con- 
trol has also been an important element in the foreign trade 
pohcy of the U S S R * In the U S S R , foreign trade is a state 
monopoly The state monopoly is not limited to merchandise 
transactions, it appUes to all pecuniary transactions between the 
USSR, and citirens of other countries State officials arbitrar- 
ily determine what the external purchasing power of the ruble 
sMll be by defimog a ruble for external transactions as equiN alent 
to so much gold This action does not afiect internal prices 
because gold is not a free market good m the USSR, and paper 
rubles for internal use are not freely con\ ertible mto gold When 
USSR officials decide that certain goods should be exported, 
gold prices of the goods are adjusted until they move mto export 
trade The mtemal economy of the U S S R is not paralyzed m 
consequence of extremely low prices for export goods because its 
operation is not governed by profit margins as is tbe case of 
capitalist econonues In short, the value of the ruble for external 
transactions is fixed by givmg it an arbitrary gold value for 
external uses The amounts and kmds of goods to be exported 
are determined by a pfannmg board on a statisticaf basis These 
goods, m predetermmed amounts, are mo^ed mto export channels 
by arbitrarily adjustmg their pnces m such manner as to make 
them attracti\e to foreign bujers The aggregate gold value of 

1 See Hcbbaso L. E , Soviet Money and Ptnanee, M&cmtlUn & Co , Ltd , 
Losdoa 1036 
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imports is limited by the aggregate gold value of exports unless 
the country borrows abroad. The classes of goods imported are 
determined by state officials as are the classes of goods to be 
exported. 

Motives Affecting the Character of Foreign Trade. — ^All the 
available information on the subject points to the conclusion that 
a primary goal of the governing authorities of the So\det Union 
has been rapid industriahzation. Brutzkus,^ a critic of Soviet 
planned economy, writes as follows: 

In Russia we see the grafting on to the economic system of a large 
scale heavy industry. . . . Russia is a great continental country. It 
was an agricultural country. . . . 

Mikhaylov, “ an enthusiastic advocate of the Soviet system, 
writes as follows : 

Industrial centers of world-wide importance have sprung up in the 
deserts of yesterday. . . . The mighty processes of harnessing the 
natural forces have begun. ... As a result of the active pursuance of 
the policy of industrialization under Stalin’s leadership, the U.S.S.R. 
from being an agricultural country, has become an industrial and 
economically independent country. In order to reach this goal the 
Communist Party had to overcome great difficulties not the least of 
which was the introduction into the country of technique which had 
never been known before. 

Hoover,® an American observer, writes as follows: 

The Soviet Union is importing large-scale machinery from abroad 
and at the same time is importing technical aid in the form of foreign 
engineers who are skilled in the installation and utilization of this 
machinery. The Soviet Union, w’hich has lagged behind the Western 
world in industrial development, is therefore able to obtain a very large 
percentage increase (in production) due to the opportunity of profiting 
by machinery and technique developed in capitalist countries. 

Haensel,^ formerly professor in the University of Moscow, 
writes as follows: 


* Brutzkus, op. oil., p. 313. 

2 Mikhaylov, op. oil., p. 49, by permission of the Publisher. 

’ Hoo-v-eh, op. oil., p. 45, by permission of the Publisher. 

‘ Haensel, Paul, The Economic Policy of Soviel Russia, P. S. King and 
Son, Ltd., London, 1930, p. 83. 
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The watchword of the Soviet Goveroment is maximum tnduslnaltza 
iton of the country 

This theme, tndustnahzahon, runs through all the economic 
literature of and about the USSR* The details of foreign- 
trading-pohey measures instituted by So\uet go^ ermng author 
ity for the purpose of acceleratmg the process of mdustnahzation 
have not been analyzed and explamcd However, the few 
generalizations that are readily available from current sources of 
information suggest that trade restnctive measures are being 
emploj-ed m the USSR, much as trade restrictive measures of 
one kind or another were employed at earher dates to accelerate 
the process of mdustnahzation m the Umted States of Amenca, 
Germany and Japan 

The monopoly of foreign trade, mtroduced m 1918, is said to be 
the only economic institution m the Sovuet Umon that has 
remained intact from the socialistic organization of early Bolshe- 
vist rule to the present time The term “foreign trade monopoly” 
m the USSR means more than the nght of the state to establish 
quotas and other trade restnctions It means that Sov let Umon 
officials are empowered to plan, oi^nize, direct, regulate and 
cany out all the operations essential to foreign trade Foreign 
trade monopoly is a sov ereign nght granted to the Union by its 

^ Lorwm and Abramsoo. op al , wnte as folloTti-s 
“Anyone who has visit^ (he USSR, at intenals during the last 
decade or eo cannot but be struck by the great strides forward made dunng 
recent years As one drives through the Soviet cities one cannot miss 

the fact that a new urban civiluation la arising which ts in profound contrast 
to the old Not only in the lai^e eitie^ but even in the smaller indus- 

trial towns one sees, sometimes, side by side with the old one and two story 
wooden buildings or tenement bouses the modem structures which have 
been put up within the last four or five y ears A number of the'e buildings 
are in the centre of the cities, but most of the newer housing developments 
are on the outskirts of cities where they form compact industrial towns 
“As one looks further one finds more substantial evidences of industnal 
progress If one visits the large department stores m Moscow, one will find 
there all sorts of articles, from pens and needles to electneal apparatus, 
gramophones and wireless sets made m Soviet factories. 

‘ The changes in transportation are equally sigmficant Along the road 
one may see oil tanks refngerator cars in which various commodities are 
being shipped from one end of the country to another To one who remem 
hers the U S S Ik a few y ears apj, wh«i passing trains and full freight cars 
were few and far between, this is mdeed a revelation of the advance made ” 
Quoted by permission of the publisher 
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several republics. The Union is represented b}’’ the Peoples’ 
Commissariat for Foreign Trade, which is empowered to take 
special measures against countries that hinder Soviet commerce. 

, Commissanat officials may go so far as to order that no purchases 
be made in a particular country. Indi^dduals and organizations 
may participate in foreign trade only if authorized to do so by the 
Co mmis sariat.^ Much of the detail of exporting and importing 
is carried on by chartered companies. These companies have the 
right to negotiate transactions directly with foreign firms, and to 
incur obligations for which they are responsible to the full extent 
of their allotted properties. However, the state has no additional 
responsibility for the obligations of chartered companies unless 
these obligations have been endorsed by an authorized member 
of a trade delegation. Trade delegations of the U.S.S.R. are 
parts of the So'vdet Union Embassies. The members of the staff 
of a trade delegation are officials of the So\’iet state. They have 
the right to conclude agreements on behalf of their government. 

In addition to the chartered companies and the foreign trade 
delegations a number of other organizations also participate in the 
foreign trade of the U.S.S.R., among them companies financed 
with a mixture of foreign and Soviet capital. Organizations of 
this character formed in foreign countries (Arcos, Ltd., England, 
and Derop, German}^, for example) are legal entities whose 
responsibilities for obligations are defined by the company 
legislation under which they are formed and permitted to func- 
tion. Another type of organization that participates in U.S.S.R. 
foreign trade is the Russian agency office or branch of a foreign 
concern that trades with the Sonnet Union. Such agencies, offices 
and branches may not be established without special permission 
from the Commissariat for Foreign Trade. ^ 

In spite of the centralized control of her foreign trade, the 
U.S.S.R. is not free from protective tariffs and other trade 
restrictive devices common to capitalist countries. One might 
ask why tariffs are necessary if the state controls all foreign trade. 
It has been suggested that high tariffs are neees.sary to control 

* This statement does not include limited numbers of small parcels that 
may be sent by Russians to their friends outside the Union. 

® A brief but very good discussion of tjTJes of organizations engaged in 
Russian foreign trade is to be found in Yanson, J. D., Foreign Trade in the 
U.S.S.R., Victor Gollancz, Ltd., London, 1934. 
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goods being brought to the country m pn\ ate luggage and coming 
as gifts, and for the purpose of making purchases of foreign goods 
less attractue to persons charged with the responsibihty of 
operating state enterpnses The mterests of an operator of an 
indindual enterprise and those of the central authorities, who are 
thinking m terms of the whole national economj, are not, 
apparently, alwaj’s the same In short, import tanffs, prohibi- 
tions on the export of U S S R currency, allotments of exchange 
quotas to sociahzed enterpnses, allotments of purchase hcenses 
and other trade restnetn e devices found in capitalistic nations 
are employed in the USSR for the purpose of facilitating the 
adimnistration of the state-controlled foreign trade monopoly 

Officials chaiged mth administration of the Sonet Umon’s 
foreign trade monopoly estimate the x alue of prospect i\ e exports, 
and the amount of imports is regulated accordinglj Import 
preference appears to ha\e been gi\en to machinery and equip- 
ment, particularly for state industry On the export «ide, the 
policy appears to ha\ e been to maximize sales abroad as much as 
was consistent with centralized control of indindual transactions 
In general, the trade restnetne sj'stem of the Sonet has been 
used to facilitate the process of industrialization of a country 
neb m natural resources, sparsely populated and backward 
industnallj ‘ 

1 ' In the sutuon of 1927, Stalin pointed out that for the workers 
the abolition of the monopoly of foreign trade would mean a refusal to 
industnalize the country, to build new factoncs and plants and to enlarge 
the old ones. That would mean an inundation of the USSR, with goods 
from capitalist countnes, a decrease m industry because of its relative 
weakness an mcrease of unemplo>'meot a decline m the standard of livmg 
of the masses, a weakening of the economic and political position 

* The Soviet Union has adopted the policy of stnctly Lmitwg the import 
of consumers goods and increasing the import of machines and raw materials. 
In the course of the bunding np of the first Five kear Plan, imports to the 
USSR, were entirely subjected to the requirements of the construction 
^omg on in the country, the mam article of import was equipment for the 
newly built faetones.’ — ksASOW, op pp 24, 26 Quoted by per 
mission of Victor Gollancz 



PART vm 

THE UNITED STATES IN WORLD ECONOIMY 

INTRODUCTORY 

The international commercial policy issue in the United States 
is being waged around the slogans, nationalism and iniernaiional- 
ism. Nationalism has been defined as “ devotion to or advocacy 
of national interest or national unity and independence.” The 
term “internationalism” suggests free and wholehearted partici- 
pation in world economic affairs. These terms are not mutually 
exclusive. Examination of the international trading policies of 
other nations indicates that nationalism, as here defined, has been 
fostered in some instances by trade restrictions, in other instances 
by freedom of trade. German economic circumstances during 
the nineteenth century were of a character to encourage imposi- 
tion of trade restrictions for the promotion of national unity. 
Great Britain, on the other hand, having already achieved 
national solidarity, resorted to a free-trade system in the nine- 
teenth century in the interest of greater national wealth and 
power. A policy of internationalism may have as its motivating 
purpose achievement of national advantage. In this sense it is 
nationalistic. The significant differences between policies of 
nationalism and internationalism, as these terms are employed in 
current literature, turn more upon a question of the best means of 
achie\dng national ends than upon anyone’s willingness to sacri- 
fice national interests for the purpose of promoting well-being 
abroad. 

Twentieth century United States of America appears to have 
arrived at a stage of industrial maturity similar in important 
respects to that of Great Britain when she shifted from a protec- 
tive policy to a free-trade policy about the middle of the nine- 
teenth century. The United States is a creditor nation; she 
possesses certain manufacturing industries that are capable of 
underselling competitors in the free markets of the world; she 
needs certain t3pes of raw-material imports, and she is in a posi- 
tion to extend capital loans for developmental uses in industrially 
backward regions. Possibly the United States has reached a 
stage in her economic development when we may expect to see 
her traditional trade restrictive policy reversed in favor of a policy 
of freer trade with foreign countries. 



CHAPTER XXXVII 
TARIFFS AND THE TRADE BALANCE 

For more than a century the United States has had a S 5 ’-stem of 
protective tariffs. Democratic administrations have lowered the 
rates from time to time, but, in general, the trend has been toward 
higher and ever higher levels of protection. 

TARIFF HISTORY 

Before the American Revolution, England exercised a control- 
ling influence over colonial tariff polic 3 ^ After the Revolution 
the Constitution gave Congress power to regulate commerce with 
foreign nations and among the several states. VTien the separate 
states ratified the Constitution the 3 ' renounced their separate 
rights to levy customs duties either against sister states or against 
foreign countries. The first congressional tariff act was passed in 
1789. Like the colonial measures which had come into existence 
by separate acts of the several states during the period of con- 
federation, this first national act was principallj' for the purpose 
of raising revenue. The protective motive did not assume 
primary importance until the tariff act of 1816. During the 
decade prior to 1816 there had been an almost complete cessation 
of foreign competition as a result of blockades incident to the 
Napoleonic Wars and the War of 1812. During this period new 
industries got a foothold in America and were prosperous. With 
the reopening of the channels of international trade in 1815 came 
an influx of foreign manufactures — particularly^ te.xtiles and iron 
goods — and a rising tide of protective sentiment. The emergency^ 
was so great that opposition to enforcement of the protective 
principle was overridden in 1816. Protective sentiment con- 
tinued to grow until after 1828, the y'ear when the so-called 
"Tariff of Abominations” was passed. This act imposed the 
highest duties in force at any time prior to the Chdl War. 

During the period from 1828 to 1861 northern manufacturers 
favored protection,^ :They were opposed by southern planters. 
These opposing interests seesawed back and forth in the legisla- 

539 



S40 TEE UhlTED STATES IN WORLD ECOhOlIY 

tive halls of Congress, sometimes one group havmg the upper 
band, sometimes the other The tariff act of 1832 imposed lower 
duties than those of the 1828 act and, the next j ear, 1833, pron- 
aon was made for still further reductions A rei eraon to lugher 
protection occurred m 1842 onl j to be followed bj a swmg back to 
lower duties m 1846 and a further reduction m 1857 The rates 
of the 1857 act n ere lower than any which had been in force since 
1816, but these relatively low rates were destmed to be short- 
hied A new bill was i oted in 1860, after the South had seceded, 
and the rates were put back to the 1846 leiel or above Then 
came the Ciinl War and with it need of additional federal revenue 
The acts of 1862 and 1864 brought Umted States tariffs back to 
about the level of 1828 Tariffs remamed generally high after 
the Civil War m spite of persistent agitation and minor reductions 
in 1870, 1872 and 1883 Duties were raised m the McKinley 
Tariff of 1890 and lowered «omewhat by the Wilson Tariff of 1894 
The seesawing, up and down, continu^ until 1913 The Under- 
wood Tariff Act of 1913 — ^passed after the election of Woodrow 
TOlson, a Democratic president — slashed rates more than they 
had been slashed emce the eighteen forties and eighteen fifties 
Howeier, the measurable effects of the low 1913 rates were 
obscured by developments incident to the World War After the 
War the Republicans came into power again They legislated an 
emergencj tariff act for protection m 1921 and consistently main- 
tamed dirtmctly protective duties m the acts of 1922 and 1930 ‘ 
When agam a Democrat, Roosevelt, came mto the presidency 
(1933) recourse was hod to legislation pronding for the negotia- 
tion of reciprocal trade agreements m place of a general lowermg 
of rates s imilar to actions that bad been taken in earlier Demo- 
cratic administrations Reciprocal trade agreements negotiated 
under the “New Deal”* appear to have resulted in some relaxa- 
tion of the trade restnctions which were m force when the 
Democrats came into power 

* The 1950 set was the last general (anff act of (he Hoover sdmmlstratioa 
However, certam conimoditiee that bad previously been on the free list 
were made taxable by a provision u the Revenue Act of 1932 The pnocipal 
commodities affected were petroleum, copper, lumber and coaL 

* June, 1934 An Act to Amend the Tariff Act of 1030 Thisamendment 
authorued the President to enter mto reciprocal foreign trade agreements 
with foreign countnea and to modify exutuig duties necessary to the carrying 
out of such agreements. 
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Averages Yearly figures 

Fio. 34 . — IIa.tio.9 op Revenue from Duties to Vauub op Imports into the United States, 1821 to 1935 
SotrnCEa or data: Slatistieal Abstract of the UnitcA StateSt 1033, p. 406 »nd 1030, p. 430, 
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In general the trend of tariff protection m the United States 
appears to ha\e been on the upgrade for more than 100 jears 
Reactions and downivard movements have persisted for some 
\ears — as durmg the periods 1828-1S42 and 1842-1857 — ^but at 
no time has the protectiv e doctnne been discarded There is no 
accurate way of measunng the height and effectiveness of a 
protectiv e tanff wall, but such evidences as are available suggest 
that 1932 maj have been the all time high lev el of Umted States 
protection for classes of goods subject to duties * In Fig 34 are 
shown ratios of (/I) duty collected to value of dutiable imports 
and (B) duty collected to value of total imports The ratio of 
duty collected to value of dutiable imports (curve ^4) was higher 
m the early nmeteen thirties than it had been at any earher 
period This fact is due partly to the increase m tanff rates m 
1930 and partly to the stabdity of specific duties durmg the 
general pnce dechne of the depression years The ratio of tanff 
revenue to the value of total imports (curve £) was lower m the 
early nmeteen thirties than before the World W ar but higher than 
it was durmg and after the War The nse m this ratio 
after 1920 was due m large part to rate mcreases The declme 
from 1900 to 1920 was due m part to a lowering of tanff rates, m 
part to the fact that paces rose durmg the penod m question 
faster than specific duties and m part to the fact that goods on the 
free list constituted an mcreasmg proportion of United States 
imports The difficulty of measunng the exact amounts of 
protection m effect at any time rests on the fact that it is not 
possible to ascertam how many imports are excluded by extremely 
high duties If a duty is high enough to exclude the goods taxed 
it jields no rev enue 

TRADE AND PAYMENTS BALANCES 
Pnor to the World War the United States was a debtor nation, 
her trade balance was favorable The United States is now a 

iie remoTHi’ of certain gwKfe/rwor Aw fiT 

1932 Revenue Act and the gennal decline m prices raised the 1932 tanff 
wall above that of 1930 Declining pnces tend to raise the ad valorem 
equivalents of specific duties 

See Lotedat A., The Measorranent of Tariff Leveb,’ JcnimcX of the 
Royal Slaitsiical Society Part IV, 1929, 487-^16 discussion of statistical 

measurement of tanff levels 
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creditor nation. The shift from debtor to creditor position has an 
important bearing upon the country's trade balance status and 
upon her commercial policy outlook. 

Trade Balance. — ^Betn'een 1850 and 1873 United States imports 
of merchandise exceeded merchandise exports regularly, year after 
year. In so far as data are available they indicate that merchan- 
dise imports exceeded exports during earlier years also, but for the 
purposes at hand rve need not go into a detailed analj’-sis of condi- 
tions that prevailed during the first half of the nineteenth centuI3^ 
The persistent excess of imports over exports between 1850 -and 
1873 appears to have been largely a result of gold and silver 
exports from the United States and capital imports (purchase of 
United States securities by foreign investors).* Net imports of 
merchandise for the 24 years in question (1850-1873) aggregated 
aboutl,500 million dollars. Net exports of gold and silver for the 
same period aggregated approximately 1,100 million dollars. 
American securities held abroad are estimated to have increased 
from about 200 million dollars in 1850 to possibty 900 million 
dollars in 1873. Other invisible items which brought the account 
into balance for the period as a whole include service charges on 
loans, tourist expenditures, immigrant remittances and shipping 
services.* 

The year 1873 marked a world-wide crisis. Emopean lending 
to the United States temporarily ceased; railroad construction 
was halted and in the following year, 1874, the trade balance 
shifted. Between 1874 and 1914 the trade balance of the United 
States was favorable every year except three, i.e., 1875, 1888 and 
1893, when there were small import balances. The exports con- 
sisted of both raw materials and manufactures. In the eighteen 
seventies crude materials and foodstuffs constituted more than 
half the value of the country’s total exports. Between 1910 and 
1915 the value of manufactured exports exceeded that of other 
classes of exports. Notwithstanding the growth of manufactur- 
ing in the United States during the 40 years prior to the World 
War (1874-1914) the country’s trade balance was persistently 
favorable. Exports were drawn out of the countrj’" in excess of 

' Source ; Buleock, Williajis and Tttckeb, “The Balance of Trade of 
the United States,” Harvard UniversUy Review of Economic Stalistics, July, 
1919, pp. 215-238. 
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imports in payment of a rising tide of servace charges on accumu- 
Jated and accumulating foreign borrowings 

At the outbreak of the World War the United States was a 
debtor nation on balance to the extent of some 3 bilhon dollars * 
With the War came a substantial increase m Europe’s demand for 
goods The Umted States being the only highly mdustnalized, 
large nation that was not drawn into the War at an early date, 
this country was called upon to supply an mcreased demand for 
manufactured goods Also American agriculture \ias favorably 
situated for profitable expansion to supply an increasmg wartime 
demand for foodstuffs Belligerent countries sold their holdmgs 
of Umted States securities to American inv estors m order to raise 
funds for the purchase of equipment and supphes At the same 
time they were borrowmg m this country Between the middle of 
1914 and the end of 1916 the United States is estimated to have 
exported capital aggregatmg m net amount approximately 10,800 
million dollars Net exports of merchandise dunng this penod 
are estimated to have aggregated about 11,800 milhon dollars ’ 
After the Umted States declared war in 1917, the Boating of 
private foreign loans for European nations subsided* and mter- 
govemment lending on a large scale began By the end of 1918 
Umted States Government credits amounting to more than 7 
biUion dollars had been advanced to the Alhes * After the War 
pnvate lending revived and government lending continued for 
sev eral j ears Foreign lending contnbuted to the building up of 
huge export balances of merchandise on the part of the Umted 
States dunng the War After the War foreign lendmg by the 
Umted States contmued in one form or another and the trade 
balance remained fav orable 

Postwar Payments Balances — In contrast with its position as 
debtor nation to the extent of about 3 billion dollars at the 

* Young, R. A , Tht InUmaiumal Financial Potxlton a} the Untied StaUi 
Umrersity of Pennsylvania, Philadelphia, 1929, p 3, A New EsltmaU of 
Amencan {Untied Stales) Investments Ahroad, Trade In/ormaltan BuHeltn 
767, U S Department of Commerce, 1931, p 7, and Buixoci, WiiiiASis 
and Ttcxxr, op etl,p 192 

* BuixocK, WiLUAUS and Tucker, op ctl, p 246 The account was 
balanced by mvisible items, among them gold imports 

* Dunng the tune the United States was at war repa 3 Tneiit of pnvate 
foreign loans exceeded new advances. Ibtd , p 247 

* Ibtd , p 248. See also Chap XXVIII of this volume. 
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beginning of the War, the United States emerged from the depres- 
sion of 1920-1921 a creditor nation to the extent of nearly 6 billion 
dollars^ on private account and about 10 billion dollars on var- 
debts account.- The creditor position of the United States in the 
early nineteen twenties suggests that the country’s trade balance, 
which had been favorable for half a century, might have changed; 
but it did not change. The items which entered into United 
States payment balances during the nineteen twenties and early 
nineteen thirties are shown in Table 85. In Table 85 data as 


Table 85. — United States Balance of Payments 1922-1928, 1929-1933 

AND 1934, 1935* 

(Millions of dollars) 


Items 

Yearly averages 

Yearly figures 

1922-1928 

1929-1933 

1934 

1935 

Merchandise 

+657 

+407 


+ 255 

Services 

-792 i 

-719 

■■a 

- 367 

Interest and dividends 

+535 

+589 

+ 331 

+ 320 

Gold 

- 41 

- 12 

-1,217 

-1,739 

Long-term capital 

-477 

+ 51 

+ 202 

+1,075 

Short-term capital 

+228 

-413 

+ 184 

+ 462 

Residual items (net) 

-110 

+ 97 

+ 370 

6 


I + indicates exports or credits. — indicates imports or debits. The data are from 
Trade Information Btdletins, 819 and 833. The data from these sources "nere combined as 
in the foregoing table. Minor adjustments were necessary. For example, miscellaneous 
commodity and service items were allocated under these respective heads: net receipts from 
brokerage, stock transfer taxes, etc., were removed from interest and dindend accounts 
and placed under services; net payments or receipts of interest on short-term investments 
were separated from the long-term interest and dividend accounts. The groupings for the 
periods 1922—1928 and 1929-1933 were compiled by Mr. E. J. Stone, sometime assistant 
in the Department of Economics, Brown University. The groupings for the years 1934, 
1935 and 1936 were made by the author. 

originally published by the United States Department of Com- 
merce have been arranged in a manner to emphasize major 
changes that occurred in payment balance items during the post- 
war years. Between the periods 1922—1928 and 1929—1933 long- 
term capital exports gave way to short-term credit extensions. 

* Mills, P. C., Economic Tendencies in the United States, The National 
Bureau of Economic Research, Inc., New York, in cooperation with the 
Committee on Recent Economic Changes, 1932, p. 475. 

* Secretary of the United States Treasury, Annual Report, 1921, p. 56, 
Washington, 1922. See also Chap. XXVIII of this volume. 
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The merchaodise trade balance remained fa'v orable In 1934 and 
1935 extension of foreign credits bj the Umted States had shrunk 
to a point where the net movement of both short-term and long- 
term capital was toward this country Nevertheless the mer- 
chandise trade balance did not change The favorable trade 
balances m 1934 and 1935 were made possible by net imports of 
large amounts of gold 
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INDUSTRIAL ADVANTAGES AND DISADVANTAGES 
m THE UNITED STATES IN RELATION TO 
TARIFFS 

If the trade balance of the United States is to conform with the 
country’s creditor position by becoming passive, imports may be 
expected to increase. The domestic industries directlj’- affected 
in an adverse manner by increased imports will be the high-cost 
industries, those which operate at a comparative disad^mntage in 
this country. Costs per unit to produce in the protected, import 
industries are not so low as costs of foreign competitors. Few if 
any of the protected industries in the United States would dis- 
appear entirely if the coimtry’s tariffs were reduced sufficiently to 
permit an unfavorable or passive trade balance. However, some 
United States industries would, no doubt, be forced to contract. 

In contrast with the so-called high-cost industries are those with 
costs that are relatively low. These so-called low-cost industries 
enjoy comparative advantages. The low-cost industries pay 
relatively high wages, earn relatively high rates of return on their 
capital, undersell foreign competitors in the domestic market and 
invade foreign markets. An industry may enjoy a comparative 
advantage in a particular country as a result of some one favorable 
circumstance or a combination of favorable circumstances. 
Among the circumstances favorable to industries in the United 
States that enjoy comparative advantages are (1) abundant and 
easily accessible natural resources, (2) a large and homogeneous 
domestic market that fosters economies of mass production, (3) 
superior technical skills that have not as yet been acquired by 
foreign competitors, (4) forms of business organization and busi- 
ness methods superior to those of foreign competitors, (5) geo- 
graphical propinquity to markets and (6) superior reputation for 
quality of merchandise or services. 

The line of division between low-cost industries and high-cost 
industries in the international sense or between industries that 
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enjoj comparative adi-antages and tho«e which do not is «eIdom 
subject to «harp delineation ^everthele^ one’s ideas concern- 
ing the probable effect of customs tariff changes maj be clarified 
somewhat bj classifnng indu'^nes into high-cost and loir-ccet 
groups in ®o far as classification is possible Statistics of exports 
and imports pronde one a\ailable ba»is of classification The 
fact that a country exports more of the products of a particular 
industrj than it imports is not conclusive evidence that the 
industry m question enjoj-s a comparatiie adiantage In a 
world of imperfect competition, goods are sometimes dumped into 
foreign markets at pnces substantially below tho-e which preiml 
at home Conver^ly, the products of a low-cost industry maj be 
excluded from foreign markets by trade restrictions with the 
re^lt that an industry s comparatn e strength is not registered bj 
volume of exports In «pite of these and other difficulties, a 
diinsion of ladustnes mto export and import groups, as indicated 
by exports and imports of leading commodities is a u eful imtia! 
step in the estimation of probable effects of a general raismg or 
lowering of protectii’e tariff walls 

EXPORT INDUSTRIES 

The leading export mdustnes of the Umted States are listed in 
Table 86 

The data m Table 86 indicate that the United States exports 
both agncultural products and manufactured goods The 
pnncipal export sections of the country 'ja agnculture are repre- 
sented by raw cotton, wheat and flour, tobacco, pork products 
and certain kinds of fnuts and vegetables Raw-cotton exports 
re«t m part upon «oiI and climatic advantages and m part upon 
low paid Negro labor m the old «:lave states The proportion of 
this counirys cotton crop which is exported has declined some- 
what m recent years In the ab ence of impro\ cments m produc- 
tion method that do not quickly find their waj to competitors 
abroad it is reasonable to expect that cotton grown m Russia, 
India, Brazil and elsewhere may supply mcreasing proportions of 
the foreign market as time passes Raw-cotton production in the 
Umted States is not an industry of relatii ely high wages and high 
efficiency It is not an industry with comparatn e adi antages 
that enable it to pay relatively high vrages and still produce at 
costs per unit of product equal to or less than those of foreign 
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Table 86. ^Leading Export Goods in Terms of Proportions of 
Production Exported’ 
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competitors Low-cost cotton production m tbe United States is 
dependent upon a comparatn elj low le\ el of wages m southern 
states — a condition which is an idtermath of 8la\ erj and a product 
of the mabihtj of Negro workers to find employment m the 
countrj ’s high wage industries The other agncultural products 
that are exported from the United States, viz , wheat, tobacco, 
pork and certam fruits and \^etables, are less dependent than 
cotton upon cheap Negro labor for their etport status There is 
httle reason to behe\ e, hon c\ er, that any of these export sections 
of Umted States agnculture would largely grow and prosper as a 
result of general tanff reductions m the Umted States The 
agncultural enterprises in question are not on so high a wage basis 
as some of the country’s manufacturing mdustnes — automobile 
manufacture, for example Furthermore all the export branches 
of Amencan agnculture are faced by competition abroad that is 
capable of expanding output without substantial increases in 
production costs per unit 

Among the nonagncultural raw matenals exports, cited in 
Tabic 86, coal, phosphate rock and sulphur are conspicuous 
Umted States coal and rock-phosphate mdustnes enjoj advan- 
tages arising from an abundance of natural resen cs of the prod 
ucts m question Output per worker m coal and rock phosphate 
production in the Umted States is substantially greater than that 
of foreign w orkers In the case of coal, however, the great foreign 
markets are overseas and the product is so bulky as senously to 
penalize souicea of supply far Temo\ed from points of consump- 
tion For this reason and because rock phosphate re'crves are 
less wndelj dispersed than reserves of coal substantial increase in 
foreign sales of rock phosphate or its first denvatives is more 
likely than a large mcrease in coal exports The third nonagn- 
cultural raw matenal that is on an export basis is sulphur The 
Umted States produces more than three-fourths of the w oriel’s 
annual output of sulphur and exports annually ono-fourth to one- 
third of her production This country’s comparative advantage 
in sulphur production rests upon an unusual combmation of 
circumstances Great quantities of superheated water arc 
emploj ed in the process of extraction and natural gas for heating 
purposes chances to occur near the sulphur deposits 

Judged from points of view of diversity of products, volume of 
exports and wage levels, the United Slates finds her greatest 
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comparative advantages in the manufacture of finished goods and 
in the processing of raw materials. Manufacture of machineiy 
and appliances, semifabrication of iron and steel goods, refining of 
petroleum and copper and manufacture in certain highl3’- mecha- 
nized light industries appear to be the zones of greatest productive 
efficiency in this country. Production advantages in the indus- 
tries cited rest not so much upon single factors that contribute in 
each case to efficiency, as upon a combination of circumstances 
that favor the whole group of low-cost industries. At least four 
types of favorable circiunstances contribute to the efficiency of 
each and all of the low-cost manufacturing industries. First is 
the country’s abimdant and easity accessible coal and iron 
resen’’es. These resources provide cheap power and cheap steel 
for further fabrications. In the second place, the domestic 
market of the United States is the largest market under single 
political rule in the world. A siugle language and standardization 
of consumption goods, of machines and of methods, which mass 
advertising has encouraged, lead to a maximization of the econ- 
omies of large-scale production. In the third place, institutions 
in the United States have been sufficiently fle.xible to permit rapid 
growth of the corporate form of business organization and other 
organizational changes necessary to mass production and distribu- 
tion. Finally, scientists in the United States have contributed 
largely to the discoverj’’ of improved techniques, and industrialists 
have been quick to adopt cost-reducing improvements. In 
consequence of these four sets of circumstances, various tj^jes of 
manufactures including machinerj’’, tools, hea%"y iron and steel 
goods, office appliances, automobiles and electrical apparatus are 
among the country’s leading exports. The same group of favor- 
able circumstances contributes to advantage in the production of 
rubber goods, leather boots and shoes, dental supplies, pens and 
pencils, industrial chemicals, coal-tar products and refined prod- 
ucts of copper and petroleum. 

IMPORT INDUSTRIES 

Branches of manufacture that emploj’’ relatively large amounts 
of hand labor, that are not subject to extreme mass-production 
methods and that have not recently been subjected to basic 
changes in production technique are among America’s import 
industries. The import industries include, also, intensive forms 
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of agnculture and certain other extractive industries that depend 
upon mineral deposits or extremes of climate that do not occur m 
the United States Statistics of merchandise imports are an 
inadequate guide to high-cost mdustnes because of the retardmg 
effects of high customs tariffs upon imports Nevertheless the 
import statistics are not entirely de\oid of value as a guide to 
industries that operate at a relative disad\ antage 

Raw Matenals — In 1936 raw materials comprised about one- 
half of the value of all Umted States imports The leadmg rav\- 
matenals imports are listed in Table 87 

Table 87 — ^Leamvo Raw-uatebials Iufobts, United States, 1936* 

Per cent of total 


Commodity imports 

Crude rubber , 6 6 

Cane sugar 6 4 

Coffee 5 5 

Raw silk 4 2 

Wood pulp 3 4 

Undressed and dressed furs 3 2 

Tin, bars blocks, pigs, etc 3 1 

Raw bides and skins except furs 2 S 

Unmanufactured nool 2 2 

Cacao and cacao beans 1 4 

Diamonds (mcluding industrial) 1 4 

Bananas 1 2 

Copper-ore concentrates and regulus 1 1 

Nickel and alloys 1 0 

Fertilirer (except nitrate of soda) 1 0 


Crude petroleum 
Tung oil 
Tea 
Lumber 
Nitrate of soda 

Sisal and henequen fiber 6 4 

Flaxseed 

Coconut oil palm oil and penlla oil 
Spices 

Jute and Jute butts 
'Manganese ore 

Total 50 4 

■Souses Chamber of Commerce of tbe United Sutes Ovr V^orld TraJt 1935 

Reasons which account for the Umted States comparatn e dis- 
adv antage m the production of commodities listed m Table 87 are 
not difficult to find Rubber can be produced cheaply in the 



mBVSTRIAL ADVANTAGES AND DISADVANTAGES 553 


Tvlalay States because of low wages and favorable climatic and 
soil conditions. Cuba has similar adv’^antages in sugar production 
and Brazil in coffee production. The advantages of Japan and 
China in sUk production rest upon an abimdance of extremely 
low-wage labor. Extremely cold climate and sparse population 
are characteristics of low-cost fur-producing regions. Raw hides 
and skins, whether or not they are by-products of great meat- 
packing industries, originate where land is relatively abundant. 
Low-cost wool production is also dependent upon cheap land. 
Low-cost wood production depends upon the occurrence of 
unexploited virgin timber. Copper, tin and metal alloys originate 
in regions where the ores from which these metals come occur in 
abundance. Sources of supply of crude petroleum likewise 
depend upon geological factors. Comparative advantages in 
the production of jute, tea, cacao beans, henequen fiber, vegetable 
oils, spices, etc., depend either upon soil and climatic conditions, 
or upon labor cost or upon a combination of these factors. Com- 
parative advantage in all these import industries is with foreign 
countries. Some of the commodities listed in Table 87 find their 
w'ay into the United States market over tariff barriers. This 
is particularly true of sugar, hides and skins, wool, unrefined cop- 
per, crude petroleum and lumber. Others come in duty free. 
Coffee, crude rubber, raw silk, unmanufactured furs, tin, wood 
pulp, cacao beans, bananas, sisal and henequen fiber, jute and jute 
butts are on the free list. 

Volume of Imports in Relation to Comparative Disadvantage. — 
The fact that raw materials top the list of United States imports is 
not proof that they represent the industries which find their 
greatest comparative advantage abroad. Other goods may be 
imported in smaller amounts because tariff obstacles to their 
entry are greater. It is possible that some of the industries which 
are represented by a relativelj’’ small volume of imports are less 
well suited to production conditions in the United States than 
some of those listed in Table 87. There is no way of knowing 
precisely what the volume of imports of protected-mdustry goods 
might be if tariffs were removed. The mere fact that a number of 
the largest industries in the United States, even though protected, 
are on an import basis, in the sense that imports of the class of 
goods produced exceed exports, is evidence of greater or less 
amounts of high-cost production that wmuld have to give way if 
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tariffs were removed Among the industries in this category are 
dairymg, textile manufacturing, production of clay and glass 
goods, paper and paper goods manufacturmg, iron and steel pro- 
duction for seaboard marl^ets manufactures of certain leathers 
and leather goods, production of chemicals and production of a 
miscellaneous list of hght manufactures not already referred to 

The Dairy Industry — Agriculture, the Democratic Partj and 
low tanffs are ideas that ha\e been related m the thinking habits 
of Araencans for more than a centurj For this reason one may 
expenence difficulty m reahzing the fact that large sections of 
agnculture are among the Umted States zealously protected 
mdustnes Dairying is an example In the Hawley -Smoot 
Tariff Act of 1930, the tariff on whole milk was cents per 
gallon, on condensed milk, Iffo cents to 2% cents per pound, on 
dned milk and dned cream 6H cents to 12^ cents per pound, 
on malted nulk, 35 per cent ad valorem, on butter 14 cents per 
pound, on cheese, 7 cents per pound or not less than 35 per cent 
ad valorem Umted States imports of dairy products haie 
exceeded exports for more than a decade Imports ha^ e increased 
m relation to exports smee 1930 m spite of the tanffs imposed by 
the Hawley-Smoot act Dairy products come to the Umted 
States from New Zealand, Italy, Netherlands, Denmark, Canada 
and vanous other countnes 

Textile Manufactures — The value of imports of textile manu- 
factures* in 1930 was approximately 251 milhon dollars, m 1933, 
127 million dollars and m 1936, 165 million dollars Imports of 
textile manufactures represent a very small proportion of the 
V alue of textile manufactures consumed m the Umted States — 
possibly 1 per cent to 3 per cent * In the Hawley-Smoot Tariff 
Act of 1930, textile manufactures took rate* rangmg, m terms of 
an ad valorem figure, as high as 100 per cent Typical rates were 
25 per cent to 60 per cent ad valorem with additional specific 

> Manufactures and semiraanufactures of cotton, irool, silk, rayon jute, 
flax hemp and other vegetable fibers and hair 

SouBCE Slalutieal Abstradi of Ihe Untied Slates 1934 and 1936 

* Production of textile manufsetunng for the census year 1931 amounted 
to 5 849 mill ion dollars, imports amounted to OO milbon to 100 millioa 
dollars For the year 1933 production of textiles m the United States 
amounted to 4 811 milhon dollar* imports to between 50 imllion and 60 
milli on dollars 

SomtcES Siaiulieat Abslrads qf the Umted States, 1934 and 1936 
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duties in many cases. In view of the fact that some textile manu- 
factures are imported in spite of the high duties imposed upon 
them, it is reasonable to conclude that parts of the te.xtile-manu- 
facturing industry in the United States could not survive the 
withering effects of unrestricted foreign competition. There is no 
reason to believe, however, that the entire industr}’- would be 
destroyed by foreign competition even if all existing tariff protec- 
tion were removed. 

Clay and Glass Goods. — ^The clay- and glass-goods industrj’’ 
includes table articles and kitchen utensils made of earthenware or 
glass: plate glass; glass biological and surgical utensils; illuminat- 
ing articles wholly or in chief value of glass ; bottles and jars ; sheet 
glass; lenses; incandescent electric-light bulbs; earthenware; 
crockery, etc. Duties on these goods in the Hawley-Smoot 
Tariff Act ranged from 30 per cent ad valorem to 80 per cent 
ad valorem. Imports of clay and glass goods exceed exports in 
spite of the tariff. Some part of the United States clay- and glass- 
goods industry would, no doubt, be forced to liquidate if the 
domestic market for these goods were not protected. 

Paper and Paper Manufactures. — Wrapping paper, waUpaper, 
book paper, tissue paper, surface-coated paper, filter stock, wall- 
boards and various other items appear in schedule 14 of the 1930 
tariff act. Typical rates are 10 per cent to 40 per cent ad valorem 
with additional specific duties in many instances. Even though 
net imports of paper and paper manufactures have amounted to 
less than 10 per cent of domestic consumption during recent 
years, some part of the industry might have to give way to foreign 
competition if the protective duties were removed. 

Semimanufactured Iron and Steel for Seaboard Markets. — In 
general, iron and steel production is a di\dsion of American 
industry that enjo 3 ’’S comparative advantages in the international 
sense. In analyzing the 1922 tariff act, Taussig^ stated that ‘ ‘ the 
whole iron and steel schedule had ceased to be of much conse- 
quence in the protective controversy, at least so far as concerns 
the heavier and half manufactured forms of iron and steel.” 
Nevertheless rates were raised in the metals and metals-manufac- 
tures schedule of the 1930 tariff act. During recent j^ears the 
value of exports of iron and steel manufactures and semimanufac- 

' 1 Taussig, F. W., The Tariff Hislonf of the United States. G. P. Putnam's 
'Sonsj' New York,- 1923, p. 468r - -- 
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tures has been fi\ e or six tunes as great as the \ alue of imports 
The more important import items have been pig iron, steel 
ingots, blooms, etc , structural shapes and building forms, pipes 
and tubes, wire and manufactures, steel bars and other items 
that one would expect to find on the export list, as in fact 
thej are One reason for this seeming contradiction is to be 
found m tran«portation costs Inasmuch as bulLj freight, such 
as cotton and wheat, moves in large amounts from the United 
States to Europe it is •’ometimcs possible to transport heav’j steel 
goods from Europe to coast cities m the Umted States at lower 
costs than ‘•imilar goods can be moved from Pittsburgh or the 
Chicago area to such port cities as New York and Boston High 
Umted States tariffs on ctecl represent m part an attempt to 
exclude coastal citj imports Furthermore, in so complex a 
business as the iron and steel industry all items will not be pro- 
duced at a minimum co<t in anj one country 
Leather and Leather Goods — Leather manufacturing m the 
Umted States, like iron and steel production, is an industry of 
which large parts are on an export basis During recent >ears 
Umted States manufacturers have exported from one-fourth to 
one-half of the leather boots and shoes and from 5 to 10 per cent 
of the leather produced in this country Nevertheless there are 
tanffs on leather and leather-good* imports TiTUcal rates are 
from 10 to 50 per cent ad v alorem Sole leather, calfskm upper 
and limng leathers, goat and kid leather, reptihan and sharkskin 
leather, fanc> boots and shoes, gloves, bags, belts, cases and 
other specialties are the leading articles imported Leather goods 
exports are standardized, mass production manufactures 

Chemicals — Among the leading chemicals imported by the 
Umted States are dj emg and tannmg extracts, coal tar products, 
medicmal and pharmaceutical preparations and such industrial 
chemicals as acetic acid, glj cenn, crude lodme, potassium com- 
pounds, sodium compounds radium salts and mtrogenous and 
potassium fertihzers Practically all are subject to substantial 
duties The weakness of American firms m the production of 
imported chemicals is due in part to the fact that some of the basic 
elements do not occur m abundance in this country , m part to a 
more vigorous development of chemical technique abroad and m 
part to the fact that many chemicals are not subject to mass 
production with pow er machmeiy High wages affect industries 
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that employ relatively large amounts of, skilled labor more than 
industries that can substitute power-operated machines for high- 
wage workers. 

Other Import Industries That Are Protected. — detailed 
accounting of the many other. imported goods that are subject to 
tariffs in the United States would add little to the generalizations 
that have already been developed. This country's principal 
advantages lie in the direction of goods that are produced with 
machinery en masse. In addition to many of the imports already 
cited, scientific instruments, surgical instruments, hand-woven 
rugs and toys that require hand labor for assembling are on the 
import list; relatively large amounts of hand labor are employed 
in producing this group of goods. Natural-resource factors 
account for still other imports not already accounted for. Nuts, 
certain types of vegetable oils, spices, tropical fruits and a number 
of the metal alloys are in this category. With few exceptions 
imports are subject to tariffs in the United States more or less 
regardless of reasons for comparative advantage in their produc- 
tion elsewhere. 

ECONOMIC RELATIONS BETWEEN THE UNITED STATES AND 

OTHER REGIONS 

Exports of the United States consist of minerals, products of 
extensive agriculture and manufactures. The cormtry’s imports, 
likewise, are diversified. The foreign trade of the United States 
is not pr ima rily an exchange of raw materials and foodstuffs for 
manufactures or vice versa; it is mixed m kind and scattered in 
direction. 

Trade with Western. Europe. — ^For many years the United 
States trade balance with Europe has been active; the value of 
goods moving from the United States to Europe has exceeded the 
value of goods moving in the opposite direction. In 1935 and 
1936, Europe took between 40 and 50 per cent of United States 
exports (in terms of value) and provided 25 to 30 per cent of 
United States impofts.^ Comparative advantage in the United 
States is such that this coimtry is in position to send to Europe 
cotton fiber, lard, tobacco, wheat, certain nonmetallic minerals 
and certain mass-production manufactures such as machinery and 

* Source: Chamber of Commerce of the United States, Our World Trade, 
1936. 
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motor \ chicles Europe's pnncipal fld\ antage m trade with the 
United States is m the production and export of light manufac- 
tures and mtensive agricultural prcKlucts that embody relatively 
large amounts of labor Examples are textile and glass manufao- 
tures, surgical instruments, leather goods specialties, toys and 
dairy products 

Canada — In 1936 Canada was the Umted States second best 
customer Great Bntam ranked first, she took 16 3 per cent of 
total Umted States exports m value as compared with 15 8 per 
cent for Canada ‘ Ordinarily more goods move from the Umted 
States to Canada than m the reverse direction Among the lead- 
mg articles which Canada obtains in the Umted States are coal, 
petroleum, automobiles, iron and steel, machmery and fresh 
fruits Among the leading items sent from Canada to the Umted 
States are news paper, wood pulp, wood, mckel, furs, copper, 
asbestos grams and vegetables 

South Amenca — In 1935 and 1936 Umted States imports from 
South Amencan countnes exceeded exports to them Among the 
leadmg import items were coffee, petroleum, copper, mtrates, 
hides and skins, nool, linseed, manganese, bauxite and cacao 
beans The pnncipal items of export from the United States to 
South Amencan countnes were manufactures Whereas, Euro- 
pean exports compete pnmanly with Umted States manufactures, 
South Amencan exports compete pruaaniy mth Umted States 
mmerals and agncuUural products 

Trade with Asia — For many years the values of Umted States 
imports from Asia have exceeded the values of her exports to 
Asia Rubber, silk, spices, tm, alloy metals jute and hght manu- 
factures are among the leading imports from Asia Raw cotton 
and mass production manufactures are among the pnncipal 
Amencan exports to Asia Trade between the United States and 
Asia rests upon differences m population density, differences m 
techmcal development and differences in climate The Umted 
States IS sparsely populated and advanced techmcally, whereas 
Asia is densely populated and backward technically Further 
more, parts of Asia are m the tropics whereas no part of 
continental Umted States extends as far south as the tropics 
Plantation rubber production is an example of a tropical mdustry 
that 13 not adapted to the Umted States climate 

‘7W 
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Other Regions. — Cuba, Mexico, Central America, Oceania and 
Africa remain to be considered. In general, trade between the 
United States and these regions is an exchange of manufactures 
for raw materials and foodstuffs. Sugar from Cuba, petroleum 
from Mexico) bananas from Central America, wool from Australia 
and copper and diamonds from Africa suggest the nature of 
imports that come from these countries. Manufactures rank 
first in the types of goods sent in exchange. 

PROBABLE STRUCTURAL CHANGES IN THE UNITED STATES 
INCIDENT TO REMOVAL OF TRADE RESTRICTIONS 

Extensive agricidture in the United States competes with exten- 
sive agriculture in sparsely settled lands like Argentina, Canada 
and Australia. Intensive agriculture and light manufacture in 
this country compete with similar actmties in densely populated 
regions like Netherlands, England, Italy and Japan. Tariff 
protection of the dome^ic market in the United States affords a 
shelter both for high-cost farmers and for high-cost manufac- 
turers. There is no way of knowing precisely how large a part of 
any of the protected industries in this country would be destroyed 
by removal of international trade restrictions. There are ways, 
however, of roughly measuring the relative sizes of sections of 
American industry that are protected as compared with those 
that are less directly affected either because they turn out goods 
of a type that do not enter the channels of international trade or 
because they are on an export basis. One such measure is num- 
bers of workers employed. 

Distribution of Workers among the Principal Industries. — ^In 
the aggregate there are approximately 50 million persons in the 
United States classified as gainful workers ten years old or over, 
exclusive of housewives. Of every 1,000 gainfully employed 
workers, approximately 300 are employed in manufacturing and 
mechanical industries, 200 in farming, 125 in trade, 80 in trans- 
portation and comm un ication, 20 in mining and 5 in lumbering 
and fishing. The remaining 270 persons are engaged in domestic 
and personal senuce, the professions and public sendee. Farm- 
ing and manufacturing are the sections that wmuld be most 
affected by changes in the existing system of trade barriers. 

Agriculture. — Roughly, one-fourth of the total population of 
the United States is clashed as farming population and one-fifth 
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of the workers classified as gainfully employed (exclusn e of house- 
wl^es) are emplojed on farms Attempts to segregate the farm 
population mto groups accordmg to kinds of crops grown and 
types of hvestock produced lead to no very definite conclusions 
for the reason that a number of different crops and eral differ 
ent kinds of Ii\ estock maj be produced on one farm Hon ei er, 
generahzations such as those to follow are suggestive of the far- 
reachmg effects which tanff changes might ha\e There are 
between 6 rrulhou and 6J4 milhon farms m the Umted States 
Rough estimates mdicate that about million of these farms 
produce wheat and about 2 miUion of them produce cotton The 
great majonty of farms raise some poiUtrj and livestock for 
market Nearly every one of the many other farm enterprises 
are represented by hundreds of thousands of producing umts 
Cotton, wheat, hogs, tobacco and certain kinds of fruits ordmanly 
are on an export basis Most of the other farm staples produced 
in this country are on an import basi* and are protected m greater 
or less degrees by import tariffs For these reasons a general 
elimination of tariffs and other import restrictions on farm prod 
ucts, if not accompamed by large mcrease m size of export 
markets for exportable crops and livestock products, would tend, 
initially, to reduce the eammgs of millions of persons engaged m 
agncultural pursiuts The value of exports of farm products 
ordmanly amounts to from 15 per cent to 20 per cent of the 
estimated cash income from the sale of farm products in the 
Umted States During the penod 1926 to 1936 the value of 
imports of farm products into the United States tended to be m 
excess of the v alue of exports of farm products from the Umted 
Slates 

Manufacturmg — Manufacturmg and mechamcal mdustnes m 
the Umted States employ in the aggregate about 14 million 
persons, male and female This figure is 40 per cent to 50 per 
cent greater than that for numbers of persons employed on farms 
(housewives excluded) 3ust as some branches of agnculture are 
protected by customs duties while other branches are not, so aLo 
some branches of manufactunng are effectii ely protected while 
others are not The largest sectors of that part of Umted States 
mdustry classified by the Bureau of Census as manufactunng and 
mechanical trades are (1) bmldmg trades (2) metaU and allied 
mdustnes and (3) textile mdustnes Other branches of manufac- 



INDUSTRIAL ADVANTAGES AND DISADVANTAGES 561 


turing in this country are smaller individually but larger in the 
aggregate than the textile industry or the metals industry. 

The building industry in the United States employs about 3 
million workers. This industry is not of a character to be directly 
affected to a great extent by tariff changes. 

Metal refining and manufacturing and allied industries in the 
United Statfes employ about 2 million workers. Large portions of 
this industry are on an export basis — hea\y iron and steel goods, 
automobiles, office machines, machine tools, agricultural machin- 
ery and electrical goods, for example. 

Textile, clothing and allied industries employ about 2 million 
workers. The greater part of this section of American industry is 
protected by effective customs tariffs. 

Lumber and furniture industries employ about million 
workers. This section of American industry is also protected, in 
large part, by effective customs tariffs. 

Miscellaneous industries that produce leather goods, processed 
foods, tobacco manufactures, jewelry, brooms, buttons, paper and 
printed matter, rubber goods, clay, stone and glass ware, etc., 
employ another 23^ million workers. Substantial portions of 
these industries are effectively protected. 

Finally, there are about 134 million machinists, millwrights and 
mechanics separately classified and enough electricians, cobblers, 
bakers and others not already enumerated to account for the 
remaining 234 million persons classified as manufacturing and 
mechanical workers. 

Some portion of the farmers, the greater part of the 2 million 
textile workers, and a large proportion of the 234 million workers 
attached to leather, food, chemical, jewelry and other miscellane- 
ous manufacturing industries enjoy effective protection. In 
general, persons engaged in trade, transportation, the professions 
and various kinds of service work and a majority of those 
employed in mining, building trades and metal industries do not 
benefit directly by protection to so large an extent as do persons 
engaged in textile and miscellaneous manufacturing industries 
and agriculture. 

Customs tariffs reduction in the United States would certainly 
cause more or less reorganization in agriculture, in texiiUe manu- 
facturing and other light manufacturing industries. Possibly as 
much as 10 or 15 per cent of the country’s industrial structure 
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would be affected directly by removal of trade barriers No one 
kno^ s exactly how many workers might be thrown out of employ- 
ment m import mdustnes if custonw tanffs were removed m the 
ITmted States nor how fast workers might be absorbed in export 
mdustnes With the razmg of trade bamers, additional quanti 
ties of foreign merchandise might flow to the Umted States m 
payment of mterest and prmcipal on debts It is conceiv able that 
removal of tanff bamers might, for a time, increase merchandise 
imports mthout causing an mcrease m merchandise exports 
anjTvhere nearly equivalent m value In this case, a small 
proportion of the labor and movable capital forced out of import 
mdustnes would quickly be absorbed in export mdustnes In all 
probabihty the imports would cause competitive reduction of 
pnees m the domestic market and initiate a severe busmess 
depression In the course of tune, the mtemal economy of the 
Umted States might be balanced through a process of widespread 
liquidation and readjustments m capital values and wage rates 
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ALTERNATIVE POLICY COURSES 

Political and commercial history discloses a number of different 
patterns of national commercial polic}’- in international relations. 
One such policy is variously referred to as national self-sufficiency, 
closed economy or autarchy. An extreme illustration is to be 
found in Japan during the seventeenth and eighteenth centuries. 
During much of the 250 years prior to about 1850 the central 
government of Japan prohibited international commerce; Japa- 
nese nationals were prohibited under penalty of death from hold- 
ing intercourse with foreigners. Less e.xtreme illustrations of 
autarchy are to be found in Egypt about 1200 b.c., in China about 
400 B.c. and in western Europe during the IMiddle Ages. The 
outstanding example of a modem nation that has attempted to 
achieve a policy of autarchy is Germany, under the dictatorship of 
Hitler. A policy of autarchy carried to its logical conclusion 
would eliminate all economic intercourse with foreign countries. 
In contrast with autarchy is free trade. A free-trade policy 
encourages full participation in international economic inter- 
- course. Between these two extremes are various degrees of 
national protection. Examples are mercantilism and Hamilton- 
List protectionism. To date, the foreign trade policy of the 
United States has followed a middle course. Introduced at an 
early date to protect and to foster young industries, this country’s 
trade restrictive system has remained to protect vested interests. 

As already stated, Alexander Hamilton was among the earliest 
and most eloquent advocates of a protective policy for the United 
States. In Hamilton’s time^ this nation comprised only an 
Atlantic seaboard area of 892,135 square miles. The several 
states were loosely joined in a new political union, and the agri- 
cultural and mechanical arts were primitive. At present con- 
tinental United States^ comprises an area of approximately 3 

‘ Alexander Hamflton (1757-1804) was the first Secretarj- of the Treasury 
of the United States. 

® Alaska not included. 
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million square miles stretching from Canada to Mexico, north and 
south, and from the Atlantic Ocean to the Pacific, east and •west 
In addition this country’s noncontiguous temtones and posses- 
sions comprise an area of approximately 700,000 square miles 
They mclude Alaska (586,400 square miles), American Samoa 
(76 square miles), Guam (206 square miles), Hawau (6,407 square 
miles), Panama Canal Zone (549 square miles), Puerto Rico 
(3,435 square miles), Philippme Islands (114,400 square miles),* 
and Vlrgm Islands of the United States (135 square miles) The 
aggregate area of contmental United States and her possessions is 
approximately 3,738,395 square iiiil« 

Between 1790 and 1853 the United States acquired Louisiana, 
Florida and a part of New Mexico and Arizona by purchase, 
Texas by voluntary annexation and the remamder of her con- 
tiguous contmental territory by conquest Alaska was purchased 
from Russia m 1876, Hawaii nas acquired m 1898 by voluntary 
annexation The Pbilippmes were acquired by the Treaty of 
Peace with Spam m 1899 They vrere ceded by Spam partly as 
war mdemnity and partly m return for a cash consideration paid 
by the TJmted States Puerto Rico and Guam v. ere ceded to the 
Umted States b> Spam as mdemnity at the same tune Amencan 
Samoa was acquired by treaty with England and Ormany m 
1900 The Panama Canal Zone was purchased m 1904 and the 
Virgm Islands of the United States were purchased m 1917 
Durmg this penod of temtonal expansion the national govern- 
ment of the Umted States was strengthened and the country’s 
manufacturmg and transportation underwent developments 
surpassed by no nation in the world In view of these facts many 
informed observers believe that the time has amved when the 
Umted States should adopt a commercial pobey cour«e better 
smted than the old Hamiltonian system to her present economic 
and pohtical status 

If Amenca must choo«>e a new policy, what are the altemativ es? 
Some persons would hav e the tfmted States choose a pohej of 
economic self-sufficiencj , autarchy Other mterested parties 
would have Congress reduce the protection for some Imes of 
industry while maintaining or mcreasmg it for other lines of 
industry, such a policy mi^t be referred to as a planned middle 
course Still other inarmed persons are connneed that the tune 

* The I’hilippme Inlands may eoon become independent. 
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has come for the United States of America definite^ to point her 
commercial policy course toward the ultimate goal of full parti- 
cipation in world co m merce on a free-trade basis. Many argu- 
ments are advanced for each of these several commercial policy 
preferences. No absolute criterion exists for judging these 
arguments because motives vary and assumptions are not uni- 
form. Nevertheless, critical examination of the pros and cons of 
alternative policy courses, against a background of findings in 
earlier chapters of this volume, will illuminate aspects of the 
United States position in world economy that some of us may 
have overlooked. 


SELF-SUFFICIENCY 

Motives prompting the advocacy of a policy of autarchy for the 
United States are mixed. One motive is a desire for greater 
profits and more employment in particular industries that would 
benefit by protection. If importation of plantation rubber into 
the United States were prohibited, domestic producers of syn- 
thetic rubber would, no doubt, profit thereby. Exclusion of real 
silk might result in greater sales of domestic rayon and fine cotton 
fabrics in the domestic market. Similar reasoning applies to 
many other import goods, manufactures as well as raw mate- 
rials. A second motive that prompts the advocacy of a policy 
of autarchy rests upon an assmnption that the United States 
would be stronger in self-defense if she were economically self- 
sufficient. A third motive rests upon an assumption that the 
fewer the international transactions a country engages in the less 
probability there is of its being drawm into international conflict. 
This point of view harks back to Washington and other founders 
of the so-called American System, who advocated policies to 
avoid entanglement in European political affairs. A fourth 
motive rests upon an assumption that domestic industry would be 
less subject to unstabilizing influences if all economic coimections 
with the outside world were severed. 

The Special-interests Argument. — ^Those who advocate a 
policy of autarchy merely because their special interests would be 
served by it are guilty of no worse a crime against society than 
carriage of the most common motive for trade restrictions to its 
logical conclusion. Special interests have been attempting, 
successfully or otherwise, to gain favors at the bands of govern- 
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ments e\cr *=11106 go^emIncnts came into being Some of the 
reasons ad\ anced for CTclusion of foreign goods are <50 transparent 
and «o obnousb biased m fa^orof particular mdustnal groups as 
to warrant httle «cnou3 consideration Certain clieimcal mter- 
e«ts, for example, ha\c been adiocating self-sufEciency for the 
United States They would exclude rubber and other goods that 
can be replaced by sjmthetic products A sjTithctic substitute 
for natural rubber is being produced m the Umted States, but at 
present it docs not compete in a large waj with plantation rubber 
because it is more costly Tire manufacturers are among the 
pnncipal industrial consumers of raw rubber Tire costs are a 
small proportion of the costs of an automobile with full equip- 
ment, rubber costs are but a part of tire costs Forthe«e reasons 
an mcrease of sc\ oral hundred per cent m rubber prices w ould not 
stop people from bujmg automobiles In short, the demand for 
rubber is inelastic m the sense that purchases do not decline m 
proportion to increases m pnee Inasmuch as the process for 
malung sjuthetic rubber is clo«el> held, monopoly proBts of 
synthetic rubber producers might be enormous if foreign supplies 
of plantation rubber n ere excluded The argument for exclusion 
of foreign rubber and other imported goods, tliat chemists might 
replace with substitute*’, i» sometimes based upon considerations 
of national secuntj ^^Tien profit motiv cs arc thus con«picuousli 

associated with schemes for subcidiration of kej mdustnes ncccs 
sary to national defcn<=c, the coter cannot be sure whether he is 
dealing with the essence of benign patriotism or with ele^crlj 
concealed plans for the exploitation of consumers 
The National Defense Argument — Economic self-sufTicicncj 
as a national defense measure lias been accorded senous considera- 
tion since the 'World War Wlien *nibjectcd to cIo'jc evaluation 
the argument 10*508 much of its initial appeal At the outbreak of 
the World W'ar (1914) the Umted States was dependent upon 
Netherlands for quinine, upon Chile for nitrates and iodine, upon 
Japan for camphor, upon Germanj for potash and dj es, upon for- 
eign *=ourcc8 ol supplj lor 6uDslantia\ portions o1 her annua) 
consumption of *5Ugar, wool and wood pulp, aU her rubber and *51111 
and a number of e‘5«;ntial metal aUoj’*5 During the W’ar 
domestic sources of potash supplies were developed Since the 
W^ar potash imports hav e been resumed liecau c imported potash 
IS less co'-tly than home-produced potash Similarly domestic 



ALTERNATIVE POLICY COURSES 


567 


production of nitrogen was developed during the War years, 
although as in the case of potash some nitrogen is noAv being 
imported because of the cost factor. The bulk of this coimtry’s 
sugar imports come from Cuba; the haul is not long and it is not 
likely to be dangerous, even in time of war. Silk is no longer so 
essential as it was in the last war because substitutes have been 
developed for use in parachutes and powder bags. Wool produc- 
tion in this country is readily capable of expansion if prices 
warrant. Sources of supply of most of the essential metal alloys 
are diversified geographically. Tungsten is obtainable from 
China, Japan, Burma, Australia and Bolivia and small quantities 
are produced in the United States, hlanganese comes from 
Russia, India, Bra2il and the Gold Coast of Africa. Vanadium 
may be had in either Peru or South Africa. Cobalt may be 
obtained from either Canada or the Belgium Congo. Chromium 
occurs in South Africa, Canada, India, Asia Minor and the United 
States. It is unlikely that all sources of suppl}' of the essential 
metal alloys would be closed to the United States at the same 
time. Rubber is subject to reclamation if demand warrants, and 
synthetic substitutes for most of the important uses for rubber can 
be produced m this countrj’’. In short, the need of developing a 
self-sufficient economic system because goods essential to the 
conduct of a war are not ■ndthin reach does not loom large when 
the question is reduced to specific cases. Shortages of some goods 
are likely to develop when quick transition is made from a 
peacetime economy to a wartime economy, whether or not a 
nation is completely self-sufficient in peacetime, because demands 
of war economy and peace economy are differently apportioned. 
For these reasons, one may conclude that development of a 
program of peacetime seff-sufficiency is not necessarily the best 
means of providing most adequately for a nation’s possible war- 
time needs. 

' The Neutrality Argument. — Closely associated vdth the 
national defense argument for a policy looking to complete self- 
sufficiency in the United States are supporting reasons advanced 
by pacifists who would go to almost any lengths to avoid dangers 
of the United States becoming involved in international conflict. 
When foreign nations are at war, the neutral country which has 
ships moving in and out of foreign ports and citizens engaged in 
foreign enterprises may become involved in embarrassing inci- 
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dents that tend to draw it into the conflict A policy of economic 
isolation might mimimse dangers of this character 
With the diversity of natural resources which occur in conti- 
nental Umted States, this country might become economically 
mdependent of other areas at a less permanent sacrifice m terms 
of reduced productive efficiency than any other industnahzed 
nation m the world unless it be Russia The principal raw 
materials imported for domestic consumption m the Umted 
States are as follows. 


Rubber 

Wool 

Silk 

Jute 

Sisal end beznp 
Hides and 
Furs 


Sugar 

Esotie foodstuffs 
ConduDCDts 
V^etable oils 
Linseed 
Zlyestuffs 

Miscellaoeoua drugs 


Wood pulp 
Metal alloys 
Potassium 

Miscellaneous chemicals 
Asbestos 
Precious stones 
Other rare substances 


With few exceptions the necessary raw materials m this list, or 
substitutes for them, could be produced m the Umted States if 
prices warranted the cost If a pohcy of economic self-sufficiency 
were politically possible, and if it could git e reasonable assurance 
of preventmg this country’s beconung mvolved m future wars, it 
might be worth at lea«t a tnal These are large tfs So long as 
Umted States lawmakers and chief executn es are elected there is 
httle hkehbood that a consistent pohcy of autarchy could be 
enforced Durmg the whole of the last three or four thousand 
years of recorded history people have been travelmg, tradmg and 
extending their interests— econonuc and noneconomic — beyond 
their political boundanes The urge toward foreign intercourse 
IS strong and the facilities for foreign tradmg foreign in\ esting 
and foreign tray el have been vastly improved durmg the last few 
decades To the steamboat and the telegraph of the mneteenth 
century have been added the aurplane and the radio of the 
tnentietb centuiy During an emergency period a pohcy pro- 
hibitmg foreign trade, foreign tra^ el and the grantmg of external 
loans might be enforced, but dunng long periods of world peace it 
is doubtful if such a pohcy would attract sufficient political sup- 
port to make possible its enforcement An mtermittent pwlicy of 
participation and withdrawal from world economic affairs is 
fraught with dangers of armed conflict as great, possibly, as those 
of a consistent pohcy of participation m world economy The 
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dangers of an intermittent policy of autarchy center about 
difficulties of readjustment that major policy changes are likely 
to cause. A great national economy may not be meshed or 
unmeshed with world economy without ensuing adjustments in 
every country involved in world trade and finance. The results 
are not conducive to an atmosphere of international good will. 

Another consideration that has a bearing upon an autarchy- 
for-peace policy is its possible long-time effect upon the ability 
of the people of the United States to live harmoniously with their 
contiguous foreign neighbors. The United States is separated 
from the European and Asiatic powers by the broad expanse of 
the Atlantic Ocean on her east and the Pacific Ocean on her west, 
and at present countries to the north and to the south are not 
strong enough to be a seriously disturbing influence. Even the 
Panama Canal Zone is reasonably safe from invasion at the 
present time. But a half centurj’- of autarchy in the United 
States or even a shorter period might change the whole aspect of 
geographical isolation that the United States now enjoys. Should 
one or more of the continental European or Asiatic nations gain 
control of Mexico, Canada, Central America or even certain 
South American countries, the United States might find her posi- 
tion of comfortable seclusion gradually becoming less and less 
comfortable at a time when she was least prepared by training and 
experience to live amicably with powerful, contiguous neighbors. 
Some advocates of autarchy may contend that one essential 
element of such a policy is the forcible prevention of European or 
Asiatic nations from gaining strategic positions in the Americas. 
But here is an inconsistency. If the United States is to maintain 
her leadership in the enforcement of a Monroe Doctrine applying 
to the whole of North and South America, one of the first essen- 
tials is economic cooperation with the other nations of these two 
continents. Unilateral attempts on the part of the United States 
to enforce the Monroe Doctrine in the interests of the United 
States and without the consent and cooperation of the nations 
involved, might, and in time very probably would prove to be the 
reverse of a pacific policy. 

The Industrial-stability Argument. — ^From an economic point 
of view, the central theory in support of full participation in 
world trade is a belief that trade fosters territorial division of 
labor, little emphasis being placed upon the economic wastes of 
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transition Ehinng the last few decades wastes incident to idle- 
ness of labor, capital equipment and natural resources during 
periods of cj cbcal depression and structural change ha\ e attracted 
mcreasmg attention Two unanswered questions ha\ e arisen to 
plague the advocates of a pobej of full and free participation m 
world commerce First, does participation m world trade 
aggravate economic instabibtj inthetradingcountnes? Second, 
if participation m world trade does aggravate econormc instabil- 
ity, are the consequent losses equal to, greater than, or less than 
the gams arising from international dinsion of labor? 

It IS a generallj recognized fact that all the national economic 
systems which participate in international trade and finance are 
more or less sensitu e to economic shoclvs occurring m any one of 
the tradmg countnes Mitchell’s findings,* for example, suggest 
that Tommercial countries are associated m a world economy m 
the sense that all countnes participatmg m world trade and 
finance prosper or suffer together If the United States trades 
with Europe, this country is not free from the effects of pohtical 
and economic conditions that disturb European economy The 
autarchist would prohibit citizens of the United States from 
participating m world commerce and finance, thus to prevent this 
countiy from suffermg as a result of the economic ills of Europe, 
Asia and other contents The autarchist cites m support of his 
case historical and «tatistical findmgs* which «eem to mdicate 
an increase m se%enty of bunness cycles as mdu«tnal specializa- 
tion mcreases He calls attention to the theorj that inter- 
national trade fosters temtonal specialization and proceeds to 
argue for less trade and less temtonal speciabzation The 
autarchist may be correct in his reasoning, but there is no proof of 
the pomt The Umted States, with a smaller ratio of external 
trade to total trade than prevailed m Great Bntam, France and 
Germany, has suffered busmess depressions durmg the last three- 
quarters of a century no less severe than those of the European 
countnes m question This fact does not lend support to the 
autarchist’a ca^e, nor does lefwte has case Some ad\oca.tes 
of closed national economies a^ue to the effect that national 
planmng is essential to greater degrees of national economic 

1 SIrrcHELL, TVeslet C , £u«tn<u Cydet National Bureau of Economic 
Research New York, 1930 p 439 

* Ih\d , p 43S 
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stability, and that national seK-sufficiency is essential to suc- 
cessful national plan nin g. In so far as Russian experience is a 
guide, a national monopoly of foreign trade and finance as dis- 
tinct from complete self-sufficiency is what the national planner 
needs to make his system work. 

Conclusions Concerning a Self-sufficiency Policy. — In a world 
tom by economic strife, armed for military combat and constantly 
threatened with a suicidal general war, a policy of autarchy for 
the United States has much that appeals to fertile imaginations. 
Other great nations that have acquired wealth and power in 
excess of that possessed by neighboring states have been launched 
upon policies of imperialistic empire building. Phoenicia, 
Greece, Rome, Great Britain, each in its day of ascendencj'’ 
was the focal point of the world’s greatest empire of the time. 
Germany was aspiring to territorial expansion before the World 
War. Since the World War the aspirations of Japan, Italy and 
Germany for additional territory have been an ever-present 
menace to world peace. May it not be the part of vdsdom and 
foresight for the United States to break with traditional expan- 
sionist tendencies and create within her own insulated political 
boundaries a paradise of political harmony and economic well- 
being never before approached by any country? ]\'Iay it not be 
that future wealth will depend more upon man’s increasing 
mastery over his local physical environment than upon his ability 
to exploit weaker peoples in distant lands? These are questions 
too profound to be ignored. They suggest, however, not just one 
but two possible policy courses, either of which might conceivably 
lead to less conflict and more prosperity for the United States. 
One course is national self-sufficiency and complete noninter- 
ference with the outside world. The other course is friendly 
participation in world affairs through some such pacific and collec- 
tive system as a league of nations. The probabilities of peace for 
the United States through a self-sufficiency policy are reduced 
by the existence of economic circumstances elsewhere. No other 
coimtry, with the possible exception of the U.S.S.R., has natural 
resources comparable in amounts per capita and in variety to 
those of the United States. The avenues to higher and higher 
levels of prosperity through national self-sufficiencj’’ policies 
appear to be closed to many other nations. If participation in a 
system of international economy is necessary to greater prosperity 
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abroad, a self-etifficient United States would be out of harmony 
with tides of human existence elsewhere Such a policy would 
also be out of harmony with the tides of national de\ elopment that 
have been most dominant through the ages These facts alone 
would tend to frustrate the success of a closed economic system 
and an isolationist jxilicy m the United States People are 
always influenced by the past and any modem nation possessed 
of present-day facihties for transportation and communication 
cannot reasonably expect to be immune from the influence of 
ideas that are prei alcnt m neighboring countries It is possible 
that ways and means may be found to reduce, somewhat, dangers 
of the Umted States being in\ ol\ ed in another world conflict It 
IS \ ery unlikely, howe\ er, that any policy can be dei i<5ed that will 
avoid for the Umted States all the responsibilities incident to 
existence m a commumty of interrelated nations 
Fmall 3 , it IS well, in considering the possible adiantages of an 
isolationist policy for the Umted States, to remember that this 
country’s industrial system has ciohed slonly during a period of 
6e\eral hundred years Bier smee the nhite man came to 
Amenca, this country has been joined to other parts of the world 
by commercial and financial ties Tliese ties could not be 86% ered 
without far-reachmg reorganization of the etistmg system of 
domestic industry A self-sufficicncj pohej would necessitate 
the orgamzation of facihties to produce substitutes for the raw 
materials, foodstuffs and manufactures that are now imported 
It would necessitate, also, withdrawal of labor and capital from 
exjxirt mdustnes Ordmanly, about half of the raw cotton, 
40 per cent of the tobacco, a third of the lard, a fifth of the w heat, 
a fourth of the agricultural machmery, a fifth of the refined motor 
fuels, and 10 to 15 per cent of the mdustnal machinery and 
automobiles produced annually in the United States are exported, 
not to mention greater or le«5s proportions of a long list of other 
goods Reorganization of Umted States industry for self-con- 
tainment would miolve costly hquidation m some mdustnes, 
expansion m other mdustnes and wholesale transfers of workers 
from particular trades and modes of life to which they have 
become habituated One may, at least, conclude that economic 
self sufficiency for the Umted States would be costly and that the 
possible benefits of such a pohej are uncertam 
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ECONOMIC INTERNATIONALISM 

In contrast with conceptions of economic isolation are those of 
so-called economic internationalism. The country’’ Tvhich prac- 
tices an isolationist policy restricts its external economic and 
financial relations to a minimum. The country n^hich practices a 
policy of economic internationalism encourages trade and finan- 
cial intercourse with other nations. Participation in international 
economic relations is clearly consistent with economic inter- 
nationalism. Other connotations of the term are less certain. 
For example, is a policy of free trade and extensive foreign 
financing coupled with nulitary protection of foreign ventures to 
be termed a policy of economic internationalism, or does economic 
internationalism imply that conflicting interests between nations 
shall be settled by international parhamentary procedures? 
Possibly there are several types of economic internationalism, 
each of which involves a free or liberal trading policy. 

Armed Empire Building. — ^Armed empire building is one form 
of economic internationalism. British history affords an 
example. As Great Britain expanded her international trade, a 
strong army and navy stood ready to protect the interests of 
British nationals engaged in foreign ventures when circumstances 
seemed to warrant. During the period of British expansion, as 
now, varying degrees of dependence existed among the wmrld’s 
political units. Sovereign nations, ' semisovereign nations and 
colonies constituted a hierarchy of imperceptible gradations from 
complete national independence to complete political dependence. 
Areas that had no status in the recognized political hierarchy 
were subject to annexation. Existence of a policy of armed 
empire building in Great Britain in times gone by does not signify 
that strong, independent nations were invaded by British armies 
in direct and lawless pursuit of economic advantage; it does 
signify that negotiators were constantly aware of the fact that 
Britain’s foreign interests were to be respected because of her 
military and naval strength. In case of the weaker states, armed 
invasion and forced negotiation were resorted to in not a few 
instances. At the beginning of the nineteenth centurj’’, England 
had no serious rivals in her policy of external economic expansion. 
Netherlands, Portugal and Spain had dropped out of the race. 
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France lay prostrate after a hundred j ears of fighting ending with 
Napoleon’s defeat at Waterloo The German states were not yet 
welded mto a nation, German overseas empire buildmg was not 
destmed to begm until near the end of the century Great 
Bntam’s external economic expansion was faced with no immov- 
able obstacles abroad and her mdustnes were ready to expand 
under the influence of a new techmque at home British arms 
and Bntish mdustty worked side by side in acquiring pohtical 
control of Canada, Au'^traha, New Zealand, parts of Afnca, the 
Coast of Chma, the I^falay Peninsula and certam Pacific Islands, 
and m gaimng economic pnmacy in these regions Not infre- 
quently traders and adienturcrs preceded orgamzed mihtary 
expeditions into the less ciinhzed areas The conquest of 
Sarawak, for example, was achieved by an English adv enturer 
Single-handed “Rajah" Brooke had cstabhshed a kingdom all 
his own m Sarawak before it was made a protectorate of the 
Bntish Crown In her trade with backward regions Great 
Bntam assumed responsibihty for establishing order and enforc- 
ing respect for the property nghts of her citizens Even m trade 
with the more unportant independent states like France, Ger- 
many, Russia, Italy and the United States the Bntish na^y 
participated by keeping transport lanes open and «afc for Bntish 
merchantmen The external economic expansion of nineteenth 
century England was Bntish initiated, Bntish financed, Bntish 
protected and in so far as disputes arose they vere settled by 
Bntish diplomats vith the moral and, if necessary, the physical 
support of the Bntish navy As the nineteenth century came 
to a cIo«e and the twentieth century unfolded, other nations, 
particularly Germany , challenged Bntish leadership m foreign 
trade and foreign finance In tune e\ ery nation that had become 
highly mdustnalized •mshed to profit by participatmg m the 
spread of industnalism and the sale of indu'^lnal goods It is 
not until many strong nations wish to trai el the same road that 
an international traffic policeman is needed After the World 
"VN ar the idea of parliamentary mtemationaUsm to be administered 
through a league of nations reyeued serious and worldwide 
consideration The idea behind the League of Nations as first 
established, was not an entirely new conception of human 
idealism It vas but one of a long tram of efforts to pronde 
conference machinery for pacific settlement of international 
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disputes. Nevertheless, it involved a greater number of nations 
and, possibly, was more nearly in harmony with conceptions of 
international democracy than earlier efforts at diplomacy by 
conference. 

Parliamentary Internationalism. — ^As yet parliamentary inter- 
nationalism, as distinct from power diplomacy, is little more 
than an ideal. For long ages the hximan brain has groped for 
concepts of a just social order. These intellectual efforts have 
found expression in conceptions of national democracies in which 
individuals are assumed to participate equally in the control of 
human relations. Someday an international democracy in 
which nations participate peacefully, even if not equally, may 
take the place of armed conflict for the settlement of all inter- 
national disputes. In the meantime the reality of inequalities 
among nations — economic inequalities, militar5’' inequalities, 
population inequalities, wealth inequalities and other inequalities 
— ^together vith an unwillingness of nations to yield rights of 
ultimate decision to a superstate, will presers^e possibilities of 
armed international conflict. In short, opportunity for participa- 
tion in a world-vdde system of parliamentary internationalism 
is assured to no country. 

AMERICAN INTERNATIONALISM— A COMPROMISE POLICY 

In harmony with the philosophical background from which 
the people of the United States came and vith trading habits 
that have prevailed in this coimtry for more than a century, the 
American public has refused, on the one hand, to sanction a 
policy of complete economic isolation from other parts of the 
world. On the other hand, American opposition to unnecessary 
entanglement in European diplomacy is strong, widespread and 
long standing. Someday the people of the United States may 
become interested in crusading for a perfected system of world- 
wide democracy ; or they may become wedded to a -vngorous policy 
of external expansion looking to the building of a vast empire 
through diplomatic maneuvers supported vdth armed force. 
In so far, however, as sentiments either for leadership in the 
enforcement of League of Nations principles or for empire build- 
ing exist in the United States at present, they are confined to 
minority groups and are overshadowed by mass desire for 
avoidance of armed conflict. 
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CONCLUSIONS CONCERNING THE ECONOMICS OF A 

FREER TRADE POLICY FOR THE UNITED STATES 

As economic prosperity ebbs antf'flows m a democratic society, 
different votmg groups find themsehes m position to exercise 
varymg amounts of influence over the course of legislation and 
its administration In the United States, sustained penods of 
■widespread unemployment are likely to be accompamed by 
legislation designed to fa\or wage-earmng classes In penods 
of full employment and rising wage rates big busmess tends to 
become relati\ely more influential pohticallj A long penod of 
depression m agnculture finds farming groups pressmg for some 
kmd of legislated rehef, and so with other votmg groups Eco- 
nomic circumstances and motives are by no means the only 
influences which guide the course of human history but at times 
they appear to set the stage for types of political action which 
might have taken a different turn bad economic conditions been 
difierent A number of economic problems have arisen «mce 
the World War which appear to some students of the subject 
to have set the stage for transition from a pobey of tariff protec- 
tion m the Umted States to one of freer trade Among the more 
important of these problems is that of balancmg the countrj''s 
mternational payments 

THE PATMENTS BALANCE PROBLEM 

The history of payments balance changes m the Umted States 
has been treated m Chaps XXII and XXX\TI of the present 
volume The shiftmg of the Umted States position m world 
economy irom debtor nation before the World War to creditor 
nation after the War created new economic and pohtical pres- 
sures Dunng the nmeteen twenties Amencan credits abroad 
could not be transferred to the Umted States in gold without 
depletion of foreign bank reserves Net outgo on mv'isible items 
such as tourist expenditures, immigrant remittances, and shippmg 
576 
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services were insufficient to balance the international payments 
of the United States without reduction in this country’s merchan- 
dise export balance. Reduction in the balance of merchandise 
exports would have caused economic instability at home, accom- 
panied by the inconveniences of unemployment and capital 
losses during a transition period. With abundant gold reserv^es 
and an easy-money policy, on the part of the Federal Resen’-e 
banks, interest rates were favorable, and capital was exported. 
The capital exports permitted collection of servdce charges 
on the foreign debt without disappearance of the active merchan- 
dise trade balance. Exportation of capital during the postwar 
years resulted in an increase in United States private long-term 
foreign investments from about §5,700,000,000 at the end of 
1919 to about $15,200,000,000 at the end of 1930. ^ Capital 
exports and merchandise exports during the nineteen twenties 
were accompanied by domestic credit expansion and a rising 
level of industrial activity. 

After 1930, long-term foreign lendings, export and import 
trade, commodity prices and business acthdty, one and all, 
underwent drastic declines. Capital exports and expansion of 
domestic credits had failed to bring lasting prosperity. .Other 
countries (particularly Great Britain) had pursued, before the 
War, a long-continued and successful policy of external economic ^ 


Table 88. — Exports, Imports and B.alance of Trade of the United 

States, 192&-1936^ 

(V alues in millions of dollars) 


Year 

1 

Exports 

Imports 

Excess of exports 

1929 

5,241 

4,399 

842 


3,843 

3,061 

782 


2,424 

2,091 

334 


1,611 

1,323 

288 


1,675 

1,450 

225 

1934 

2,133 

1,655 

478 


2,283 

2,047 

236 

1936 

2,453 

1 

2,419 

34 


'Source: Trade Promotion Series 162 and Our World Trade. 


* A New Estimate of American {United States) Investments Abroad, Trade 
Information Bulletin 767, U. S. Department of Commerce, 1931, p. S. 
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erpansion paralleled and stimulated by capital exports, but these 
countnes had made the transition from debtor to creditor position 
slo-wly, and their domestic economics had graduallj been adjusted 
to absorb merchandise imports m excess of merchandise exports 

I>urmg the depression jears, m the early nineteen thirties, 
the export import trade of the Umted States dccimed about 70 
per cent m terms of i-alue The data are giien m Table 88 
The excess of exports over imports also declined but the actiie 
balance did not disappear In 1929 the lalue of exports exceeded 
that of imports by $842,000,000 In 1932 the excess of merchan- 
dise cxporta amounted to $288,000,000, m 1935, $236,000,000, 
and m 1936, $34,000,000 

Paralleling the cessation of long term foreign lendmg after 
1929, the declme m imports of merchandise and the reduction m 
foreign travel, collections on outstanding foreign debts tended 
to lap'e As already stated, pm ate long-term foreign invest- 
ments o( the Umted States aggregated approximately $15,200,- 
000 000 in 1930 * The Umted States Go\ emment study from 
which the $15,200 000 000 estimate of Amencan foreign mvest- 
ments was secured does not show what proportion of the aggre- 
gate of this country’s private long term loans m 1930 consisted 
of bonds Other estimates* place the aggregate of foreign dollar 
bonds held in the Umted States m 1931 at $8,500,000 000 
During the four years from 1931 to 1935, the value of foreign 
dollar bonds outstandmg was reduced to approximately $7,500,- 
000,000 This reduction was due largely to regular sinking-fund 
retirements, scheduled maturities and calls for redemption before 
matunty Pnor to December 31, 1935, service charges had 
been paid m full on 61 5 per cent of the foreign bonds outstanding 
m 1931 The remaining 37 5 per cent of the bonds m question 
were m default on December 31, 1935 The data are summanzed 
m Table 89 

In addition to losses on foreign dollar bonds. United States 
JD% tsioTs auifered an indetemunale ammut rif Jniss cm «!tn£ks and 
other tj^ies of direct foreign mvestments Furthermore, the 
greater part of the aggregate of so-called nar debts became 

\A Artff Ett\mate of Amencan (l/mted States) InveslmerUs Abroad Trade 
Information Bulletin 7C7 

*Maddev J T,M N&DLERandH C Stcwn. Amertca't Expenenee as 
a Creditor Nation, FrenUee-HaM Inc,Newlork 1937, p 131 
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Table 89. — States or All Publicly Offered Foreign Dollar BoN'ds as 
OF December 31, 1935^ 



Amount , 

1 

Per cent 
of total 

Debt service paid in full 

84,604,330,000 

61.47 

Interest in default 

2,809,892,000 

37.52 

In default on sinking fimd only. . 

74,870,000 

1.00 

In default on principal only 

900,000 

.01 

Total amount outstanding 

87,489,992,000 

100.00 


1 CourtCBy of the Institute of International Finance, York, Bulletin 85. 


defaulted.^ These facts do not necessarily indicate that Ameri- 
cans suffered greater losses on private foreign debts during the 
business depression of the nineteen thirties than they suffered 
on private domestic debts. Nevertheless, the losses on foreign 
securities were sufficient in magnitude to emphasize the diffi- 
culties of collecting service charges on a huge volume of foreign 
investments. The suspension of interest and sinking-fund 
payments on defaulted foreign dollar bonds is believed to haAm 
been due more to inability of debtors to transfer their funds 
into United States currency than to inability of the foreign 
debtors to proAude funds for debt services in their own currencies. 
This fact has focused attention on the iraiisfer probhm and has 
created a favorable attitude on the part of many American holders 
of foreign dollar bonds and other foreign securities for increased 
imports of foreign merchandise into the United States. Has the 
time arrived Avffien United States tariff policy is likely to follow 
the course of British tariff policy in the nineteenth century? 
Should United States trade restrictions be relaxed in order to 
facilitate collection of service charges on foreign inA^estments? 
Comparison of economic circumstances in the United States at 
present Avith those in Great Britain at the tune when her policy 
shifted from protection to free trade may assist us in finding 
answers to these questions. 


1 The principal of the war debts outstanding November 15, 1930, was 
estimated by Dickens (A New Estimate of American Investments Abroad, 
previously cited) to have been 811,640,000,000 figured on a 4 per cent com- 
pound discount basis. See also Chap. XXVIII of this A’olume. 
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ECONOMIC CmCUMSTAHCES OF THE UNITED STATES 
COMPARED WITH THOSE OF NINETEENTH CENTURY ENGLAND 

In some respects economic circumstances m the Umted 
States are similar to those m Great Britain at the middle of the 
last centurj, nhen she lowered her trade restrictive bamers to 
facilitate external economic expansion In other respects the 
position of the Umted States in world economy, at present, is 
fundamentally different from that of mneteenth century England 

Similanbes between American and Bnhsh Positions — The 
end of the Napoleomc Wars found Great Bntam more prosperous 
and more nearly ready for industnaiization m the modem sense 
than many other nations When she turned her attention from 
war to mdustna! expansion the Umted Kingdom was a unified 
nation nith an abundance of accessible and workable coal and 
iron ore an ingemous population, a thn\mg overseas trade and 
an accumulation of capit^ Foreign loans and exports of manu- 
factured goods paralleled the growth of domestic manufacturing 
industries In tune, political pressure, exerted by financial and 
manufacturing interests, forc^ a loTienng of Great Britain’s 
long-established sjstem of trade restrictive bamers By the 
middle of the nineteenth century, Great Britain’s national 
economic policy m mtemational relations had been placed upon 
a free trade basis At the time when the country’s policy shifted 
from protection to free trade, her international economic position 
was that of a creditor nation Similarly the Umted States is a 
creditor nation, today At the tune when Great Bntam’s pohey 
shifted from protection to free trade, her exports of manufactures 
and her imports of raw matenals were mcreasing Similarly 
exports of manufactures and imports of raw matenals are tending 
to increase in the Umted States at pre<«ent At the middle of 
the mneteenth century Great Bntam was the strongest mihtary 
and naval power in the world, the United States probably occupies 
that position at present At the middle of the nineteenth century 
Great Bntam was m position to loan capital to less industnalized 
regions of the world and she was faced with a problem of collecting 
seriuce charges on capital sent abroad at an earber date In these 
respects Great Bntam's position about the middle of the mne- 
teenth century and that of the Umted States in the nineteen 
thirties are similar In certam other respects the poUcy prob- 
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lenx of the United States is different from that of Great Britain 
three-quarters of a century to a century ago. 

Diss imilari ties between American and British Positions. — ^At 
the time when Great Britain's long-standing trade restrictions 
were removed (1840—1860) her agriculture, particularly grain 
production, was on a high-cost basis in the international sense, 
whereas most of her manufacturing industries were on a low- 
cost basis. After the removal of the tariffs, British agriculture 
withered and shrank. In the coume of time hundreds of thou- 
sands of acres went from grain to grass. Farms fell into disrepair 
and disuse; tenantless cottages were left to crumble and decay. 

. At the beginning of the nineteenth century about 80 per cent of 
the population of Great Britain was employed in agricultural 
pursuits; at the end, only about 20 per cent. In contrast with 
the fortunes of British agriculture, British manufacturing pros- 
pered under the free-trade system. Cotton factories, woolen and 
worsted factories, iron and steel works, and lesser manufacturing 
industries poured an ever-increasing output of fabricated goods 
into the domestic market and into foreign markets. Free 
trade, and developments in Western agriculture that followed a 
few years later, undermined the prosperity of one class in Great 
Britain, the landlord class. Free trade benefited nearly all lines 
of British manufacturing. Agricultural workers flocked to the 
cities to find a livelihood in the factory towns. The workers’ 
lot in the factory was hard, cruel, almost inhuman in some cases, 
but on the whole better than it had been prior to removal of the 
com laws. Great Britain’s tariffs 'were removed at a time when 
English factory economy was in process of being built around the 
economies of po'wer machinery. In contrast with these circum- 
stances, American industry today consists of great manufacturing 
establishments — some of which are on an export basis and some 
of which have been constracted under the shelter of tariff walls — 
and an agricultural system, partly on an export basis and partly 
dependent upon tariff subsidies. In short, tariff reduction in the 
United States would partially destroy sections of the nation’s 
manufacturing industry as well as parts of its agriculture. The 
problem of adjusting twentieth century American industry to a 
free trade basis may be more difficult than was that of adjusting 
nineteenth century British industry to a free trade basis. The 
adjustment in England came at an early stage in the development 
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of her power machinery manufacturmg s^-stems Industrial 
structures were less ngid then than they are no^ Furthermore, 
industnal growth rates were greater then than now The labor 
displaced m weak industries is more easily absorbed dunng 
periods of rapid industnal expansion than dunng penods when 
growth trends are less pronounced At the nuddlc of the last 
century, Germany, France and the United States were expandmg 
internally Industrialization had hardly begun m Canada 
Austraha, South Amencan countnes, Afnca and Asia Today 
Germany,* France and Japan, as well as the Umted States, 
appear to be pomted toward external expansion Much of the 
earth’s surface remains to be mdustnahzed but there is no reason 
to expect the spread of industrialism from the United States as a 
pomt of ongm to proceed at as rapid a Tale as did mdustnal 
expansion from Great Bntam as a point of ongm dunng the last 
half of the nineteenth century The half century or more dunng 
which Bntish raanufactunng, minmg trading and transportation 
readily absorbed a large ptart of Bntish agnculture nas a penod 
of unparalleled industnal expansion throughout the world The 
po<«5ibihties of a rate of mdustnal expansion bemg reahsed in the 
Umted States dunng decades immediately ahead, equal to that 
expenenced m Great Bntam after 1850, are remote 

TARIFF CHANGES AND ECONOMIC rNSTABILITY 

The dislocating effects of tariff reductions upon a country’s 
domestic industncs are not subject to accurate forecast Some 
dislocation ob\uously would occur if United States policj should 
shift from protection to freer trade As already stated, removal 
of trade restnctions m the United States would result in mcreased 
imports of such goods as wool, dairy and poultry products, 
processed beef, flaxseed and a \anety of hght manufactures 
How rapidly and to what extent sustamed mcrcase m exports of 
wheat, pork products, tobacco, cotton and mass production 
manufactures might absorb displaced labor and capital m import 
mdustnes no one can tell Exports of agncultural goods imght 
be expected to increase less rapidlj than exports of mass produc- 
tion manufactures Umted States wheat growers have expen 

* Germany’s self sufficiency policy under Hitler is m last analyas an 
expansionist policy The ultimate goal appears to be temlonal acquisition 
by miLtary force as distinct from pacific trade expansion 
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enced difficulty in recent years in meeting the competition of 
wheat produced in Canada, Australia, Argentina and Russia. 

' Argentine pork is challenging the position of United States pork 
in European markets. United States cotton is in competition 
with increasing offerings of Indian, Chinese, Brazilian and 
Russian^ cottons. United States tobacco growers are faced 
mth keen competition on the part of tobacco growers in Cuba, 
southeastern Europe, the U.S.S.R. and India. In short, the 
era of United States dominance in the world’s markets for 
agricultural products appears to be gone. Reduction of ffiong 
costs on American farms incident to removal of tariffs on manu- 
factures of a kind that the American farmer buys might tend for a 
time to raise his living standard to a level more nearly equivalent 
to that of workers employed in mass-production industries. 
However, a lowering of prices of manufactures that American 
farmers purchase vnll not stem the tide of transportation improve- 
ments that are bringing new and fertile agricultural areas of the 
world vdthin easy reach of European markets. 

United States industries that now enjoy greatest comparative 
advantages in the international sense are the mass-production 
manufacturing and refining industries. These are subject to 
large-scale management and semimonopolistic price rigidities. 
Whether the highly organized mass-production industries could 
be expected to expand rapidly enough to absorb labor and capital 
replaced by agricultural and light manufactures imports, if 
tariffs w’ere removed, is an open question. For this reason many 
careful students of American economic conditions are fearful 
that internal economic adjustments necessary to a free-trade 
policy in the United States cannot be made without modification 
of the existing economic and political system. Unemployment 
incident to present-day economic changes of a first order of 
magnitude tends to undermine domestic busdng power and 
seriously to disrupt export industries as well as industries entirely 
dependent upon the domestic market. This conclusion is par- 
ticularly applicable to the United Stales because the comparative 
advantages of the country’s low-cost mass-production industries 
are primarily dependent upon a large backlog of domestic sales. 

1 Russia’s cotton industry is not on an export basis but it has been supply- 
ing an increasing proportion of the U.S.S.R.’s domestic requirements during 
recent years. 
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Political changes necessary to a maintenance of domestic sales 
and to prevention of economic paralysis during se^ ere transition 
penods may be under way in the United States at the present time 
If so a freer trade pohcy m the Umtcd States may somedaj be 
pohtically possible 

POSSIBLE GAIKS FBOM FREER TRADE 
A low-tanff pohcy m the Umted States nould facilitate 
transfer to this country of debt payments from foreign countries 
A freer trade pohcy on the part of the United States would remoi e 
some of the causes of economic strain abroad by pro^udmg 
dissatisfied poners with additional markets for their goods and 
additional exchange with w faich to purchase rawmatenals More 
trade, higher h^ung standards for all and less international 
fnction — after the transition period had passed — are among 
the ultimate gains visuahrcd by ad\ocale8 of freer trade for 
the United States A low-tanff pohej m this country nould 
foster sale abroad of Amcncan goods that embody an abundance 
of natural resources and machine eScicncy and the purchase 
abroad of goods produced with low-wage foreign labor If all 
the workers of the United States could be employed in this 
country’s high-wagc industnes — industnes that represent the 
highest degrees of production efficiency — the result would be 
an increase ra real wages and hiung standards A freer trade 
pohcy in the Umted States would cause shifts of labor from 
the less efficient, low-wage industries to the more efficient, high- 
wage mdustnes, provided problems of structural change and 
economic instabihty could be sohed 
More Favorable Terms of Trade — ^Among the objectn e mdices 
of a country's gams from trade are changes in relative pnees of 
export and import goods Indices of pnees of export and 
import goods and an mdex of the net barter terms of trade* for 
the Umted States durmg recent decades are shown in Fig 35 
Umted States terms of trade ha\e been impro\’ing since 1890 
Pnees of goods imported baae declmed in relation to pnees of 
goods exported Durmg this period the trend has been toward 
more exports of manufactures and more imports of crude mate- 
rials In 1890, about 50 per cent of the exports (m terms of 
value) were manufactures In 1930 about 75 per cent of the 
* See Chap XXIV for a discussion of the concept * terms of trade ’ 
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Fia. 35. — IiiPonT PnicKS, ExPonT PnicKs ano Net BAitTBU Terms of Tbadb, United States, 1890 to 

1035. 1913 ■= 100 

The indices here tised. other thsn Lcngue of Nntions dgiires, were oorapilcd by Mr. M. P. Stolti, sometime seeistnnt in the Eco- 
nomics Department of Brown University, snd the author. For method and sources see M. P. Stolts, Some Aspects of Iho Theory of 
International Trade Reeonndrred, master's thesis, 1030, unpublished. 
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exports were manufactures 1890 only 22 per cent of the 
imports were crude materials, whereas m 1930 about 33 per cent 
of the imports were crude materials Freer trade might not 
contribute materially to this country’s terms of raw matenals 
purchase because man> of her raw matenals imports are already 
on a no-tanff basis Howe\er, freer trade might contnbute to 
reduction m pnces of hght manufactures and protected agn- 
eultural goods without causmg a correspondmg reduction m 
pnces of mass production exports In short, after the mtemal 
adjustment difficulties mcident to a lowenng of trade restnctive 
bamers had been solved, consumers* goods might cost less m the 
domestic market and a larger proportion of the country's labor 
might find empIo3Tnent m high-wage, mass-production export 
mdustnes Gams would tend to come both from improvement 
in existmg terms of trade and from apphcation of favorable 
exchange ratios to a larger volume of trade 
When stated simply, the ecoooimc logic of the case for freer 
trade as a means of unproving the hving standards of consumers 
m the United States is coninncing, if one is wilbng to accept two 
assumptions One assumption is that the transition to a freer 
trade pohey can be made without too long and too costly a penod 
of mtemal economic and pohtical coafu«ioD A second assump- 
tion IS that recurrent periods of busmess depression will be no 
more frequent and no more severe under freer trade than they 
would be under a system of protection To what extent may 
these two assumptions be accepted as being correct? A definite 
answer to this question is among the imponderables which 
economics has not as yet succeeded m answering m a manner 
satisfactory to all concerned In general, we ma> be reasonably 
sure that so long as the Umted States is not completely self- 
sufficient economically, the country’s domestic economy will 
be sensitiv e to economic instability abroad * For this reason 
assumption two, concemmg recurrent periods of bu^m^ 
depn.'BBHm, is a cunsideiation pertaimng mure -Vo ttiuonis xA 
extreme isolation versus free trade than to questions of a little 
more or a httle less protection for a market that is already 
subject to the influence of economic conditions abroad The 
truth or falsity of assumption one, concerning the transition 
penod, can best be answered by gradually lowenng trade barners 
‘ See Chap XXIII 
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and observing the results. Experimentation of this nature ma}’’ 
be costly. However, the possibilities of gain are also great. 

RECIPROCAL TRADE AGREEMENTS— A MOVE IN THE DIRECTION 

OF FREER TRADE 

The United States Congress might proceed to reduce trade 
restrictions in the United States in any one of a number of ways. 
Certain economists have suggested legislation p^o^^ding for a 
general lowering of existing customs tariffs, 10 per cent per j^ear 
for a period of ten years, or 5 per cent each year for a period of 
twenty years. At the end of the period the country would, 
presumably, be on a free-trade basis. In aU probability, 
legislation of this character would prove to be politically impracti- 
cal. Four or five million farmers, and two or three million persons 
engaged in textile trades, not to mention persons engaged in 
other protected industries, would be directly affected in an 
adverse maimer by a general lowering of customs duties. These 
persons plus uncounted wives, who also vote, aggregate as many, 
possibly, as 10 or 15 million voters. No political party or com- 
bination of parties in a democratic country with protectionist 
traditions is likely to persist year after year for so long a period 
as 10 or 20 years in a policy that is opposed to the immediate 
interests of so many millions of voters. Especially is this con- 
clusion true if the advantage to other voters is not obmous and 
unquestioned. In the case of customs tariff reductions, the 
gains are seldom so unmixed as to be ob^dous to all persons who 
may be among the beneficiaries. 

A more likely method of tariff reduction in the United States 
makes use of political advantages to be gained through a process 
of selection. The Promotion of Foreign Trade Act of 1934:,* 
commonly referred to as the Reciprocal Trade Agreements Act, 
is an example of legislation providing for selective tariff reduc- 
tions. This act authorized the President of the United States 
to enter into trade agreements with foreign governments and to 
proclaim such modifications of existing duties (within specified 
Kmits) as might be required to promote the foreign trade of the 
United States. Between June, 1934, and Februai^^ 19, 1937, 

* Passed as an amendment to the Tariff Act of 1930. An Act to Amend 
the Tariff of 1930 — 73d Congress, June, 1934. The act e-xpired in 1937 and 
was renewed for another three years. It provided for reduction or increase 
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the United States Government concluded agreements with 16 
countnes * The selective diaracter of tanff changes effected by 
these agreements ran best be illustrated with examples In the 
agreement with Cuba, the following items were among those upon 
which Umted States tariffs were reduced sugar, mahogany, 
glycerm, tobacco (wrapper and filler), honey, pmeapples and 
certam vegetables at off seasons for Umted States growers The 
amounts of reduction m duties ranged from 20 per cent to 50 per 
cent The number of workers, employers and mvestors adversely 
affected by the downward tanff revisions m this agreement was 
small m relation to the total number of voters m the Umted 
States Furthermore, the reciprocal reduction of Cuban tanffs 
on Umted States cement, eleclncal goods, roofings, steel goods, 
cottonseed, machmety, automobiles, radios and ^anou8 other 
thmgs fostered a certain amount of pobtical good will m export 
industnes Similarly pohtical disadvantage was more or less 
offset by political advantage m all the other agreements In the 
agreement with Switzerland, for example, Umted States tanffs 
were reduced on watches, music boxes, laboratory instruments, 
metal alloys, perfumes and \anous other Swiss goods Pohtical 
objections emanating from the jewelry industry and other 
Umted States mdustnes that were adversely affected were offset 
m greater or less amounts'by advantage secured for export 
mdustnes Advantages were gamed for manufacturers of auto- 
mobiles,* tires, cash registers, addmg machines, electncal goods 
and \anous other Amencan goods that were permitted to enter 
Switzerland at lower rates of duty than had prevailed before the 
agreement was negotiated 

Each of the reciprocal trade agreements negotiated under 
the act m question contained an unconditional most fa\ored 
nation clause Inasmuch as the Umted States bad most favored 

of tanS rates by amounts not to exceed 50 per cent of the duties payable 
at the time the act was passed 

1 The countnes with which the United States negotiated reciprocal trade 
agreements between June, 1934, and the end of 1936 were as foUows Cuba, 
BrazQ, Belgium, Haiti, Sweden, Colombia, Canada, Honduras, the haether* 
lands (mcluding Dutch East Indies, Dutch Guiana, and Dutch West 
Indian Islands), Switzerland, Nicaragua, Guatemala, France (mcludmg its 
colonies, dependencies and protectorates other than Morocco), Finland, 
Costa Rica and £1 Salvador 

SouacE Trade AgreemenU Calendar, Department of State release, 
May 10. 1937 
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nation treaties "with the leading commercial countries, every 
reduction of a tariff rate on a particular import good amounted, 
for all practical purposes, to a general tariff reduction on that 
particular good. This feature of an agreement did not neutralize 
aU advantage to the reciprocating nation because, in most cases, 
tire reciprocating nation was the principal exporter to the United 
States of all goods involved in its particular agreement. If 
-reciprocal treaties should be made in such numbers as to cover 
all American imports and if rate reductions were equal for aU 
kinds of import goods, the net result would be similar to a general, 
flat tariff reduction. However, all classes of imports are not 
covered by reciprocal trade agreements, and rate reductions on 
the goods which are affected are not uniform. Furthermore, the 
reciprocal feature of the trade agreements makes them more 
acceptable to many voters than some other means of tariff razing 
might prove to be. 


CONCLUSIONS 

As already stated, a nation’s political policy in international 
diplomacy and its political policy in international economic rela- 
tions are functionally related. Inasmuch as the economist does 
not know what direction American diplomatic policy may take 
in the future, he is not in position to know precisely the kind of 
policy course in international economic relations which he would 
consider economically sound. Nevertheless, he is in position to 
draw a few conclusions which, in the light of available informa- 
tion, appear to be economically sound. 

In the first place, the available emdence points overwhelm- 
ingly to the conclusion that a policy of economic isolation is not 
in accord with tides of economic development. The United 
States is moving in the direction of more participation in world 
economy, not less. 

In the second place, the evidence is conclusive that certain 
definite advantages are to be derived from a lower tariff policy 
in the United States, provided the downward revision of the tariff 
system can be made in such a manner as to minim ize its disrup- 
tive effects upon the domestic economy. Lower tariffs will 
permit a freer flow of world trade, reduce economic strains 
in industrially specialized and densely populated countries 
and encourage employment of American labor and capital in this 
country’s most efficient industries. However, inasmuch as 
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large sections of American mdiistry have developed behind the 
shelter of tariff walls which have stood for a century or more, 
downward adjustments m the tanff system must necessanly be 
gradual Furthermore, m view of the near equality of pohtical 
strength on the part of groups who stand to lose by tanff reduc- 
tions and those who stand to gam, reductions based upon a 
process of timely selection and reciprocal agreements where 
possible are more likely to succeed politically than tariff reduc- 
tions applymg equally to all rates and all mdustnes 
In the third place, it is well for all pohtical parties frankly to 
recognize the fact that temporary advantages to be gained from 
exchange depreciation are likely to be very costly, in the long 
run, m terms of consequent instability both m the domestic 
economy and m world economy When a nation depreciates its 
currency it tends thereby to get, for a time, a larger share of world 
trade at the expense of other nations At best, the advantage 
IS only temporary The depreciatmg nation’s mtemal economy 
IS subjected, sooner or later, to an aftermath of mflationary mflu- 
ences, not to mention the fact that other nations may retahate 
m a manner which tends to reduce the aggregate volume of world 
trade and to subject all nations to unnecessary economic etram 
Fmally, too much emphasis cannot be laid upon the importance 
of giving full recognition to all the many causes of world wide 
economic maladjustment Modification of the tanff pohcy of 
the United States and stabihzation of international currencies 
cannot cure all economic ills of the world or of the Umted States 
The evidence at hand su^ests that economic maladjustments 
earned over from the World War penod are mixed mth the effects 
of a slowmg up m the rate at which mdustnalism is spreading 
from highly mdustrialized to less mdustnahzed nations In 
consequence, readjustments m national economies all over the 
world will have to be made more or less regardless of the tanff 
and monetary pobcies of one or more nations By working for 
international moneta^ stabili^and a relaxation of trade barner^. 
the United States may be able to facihtate m some degree the 
necessary reorganization of national economies abroad An 
equally important contnbution to world economic stabihty may 
be made by the Umted States if her citizens can recognize the 
domestic causes of internal economic instability, as w ell as the for- 
eign causes, and cooperate m courageous and vigorous corrective 
action 
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